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Accounting Procedure for State Universities 


By WitiiAM B. CastenHoz, A.M., C.P.A.* 
I 


State universities vary radically from privately endowed insti- 
tutions. State universities rarely have funds for investment; the 
larger portion of income in privately endowed colleges comes 
from invested funds. The accounting procedure for state uni- 
versities must, therefore, be quite different than that obtaining 
in private institutions. Quite a lot has been written on the 
accounts of privately endowed colleges and it is therefore need- 
less to discuss these accounts here. 

State universities, while standing generally for progressive 
thought, are still somewhat archaic as business units. This is 
due partly to their recent rapid growth, which has hindered an 
adequate adjustment of administrative functions to radically 
changed conditions, and partly to a tendency to put the responsi- 
bilities of the purely business end into the hands of men not 
thoroughly versed in business methods, who carry instructional 
work besides. The result has been rather extravagant manage- 
ment, duplication of work and lack of codrdination between the 
various operating factors, all expressed in systems of accounting 
not yet up to the best standards. 


*Comptroller and instructor in cost accounting, University of Illinois, 
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This article proposes an accounting procedure for state uni- 
versities which is in harmony with the best accounting theory 
and is at the same time simple and inexpensive. The system as 
outlined is in operation at the University of Illinois. 


ACCOUNTING FOR RECEIPTS 


State university receipts are chiefly from the following 
sources : 


(1) State taxation leading to a specific legislative appropria- 
tion, the funds being kept on deposit with the state treasurer. 

(2) Federal grants for specific purposes, chiefly agricultural ; 
also interest on the endowment funds growing out of the Morrill 
act of 1862. These endowments are now generally administered 
by the state treasurers who remit the interest to the universities. 

(3) Current receipts from students’, incidental, registration, 
tuition, laboratory and diploma fees; from sales made by the 
departments (especially where colleges of agriculture exist) and 
interest on daily bank balances. 


The larger portion of these receipts is known before the be- 
ginning of the fiscal year ; the remaining income must be estimated 
so that the entire income for a coming year can be made the basis 
for the annual budget. All university accounting is centered in 
the relation existing between the annual budget and the available 
income. 

The known income is that derived from the federal govern- 
ment and the state—this represents close to 90% of the entire 
receipts at the University of Illinois. The other receipts must be 
estimated on the basis of previous years’ experience and normal 
percentages of increase due to larger enrolments and improved 
facilities in such departments manufacturing products for sale. 

All accounting procedure should be by double entry combined 
with general ledger control of receipts, disbursements and capital 
accounts, 

From the basis of estimated income, the university budget 
must be prepared, wherein the various departments are credited 
with amounts which represent the limits to their expenditures. 
The following are the opening journal entries for the year: 
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Debit Credit 
(1) United States treasurer 
Morrill fund $x xx 
Nelson fund x xx 
Hatch fund ee - 
Adams fund xxx 
Smith-Lever fund x xx $x xx 
State auditor 
Bldgs., land & equipment x xX 
Administrative offices Z22 
General departments x x x 
Instruction x x x 
Research xxx 
Physical plant x x xX 
Contingent expense x XX 
Interest on endowment fund x xXx 


Current receipts 


Bank interest $x xx 
Sales xxx 
Fees xxx $x xx 
To income $xxx 


Estimated income for year 1915-16 
now charged to sources from whence 
collectible and credited to income a/c 


A portion of the estimated current receipts at Illinois is to be 
credited direct to appropriation accounts as received; this is true 
particularly of the receipts for the agricultural college and experi- 
ment station. Therefore the following entry is necessary. 

Debit Credit 
(2) Income $x xx 
To current receipts $xxx 
(Ag. college & station $ x x x) 


Portion of current receipts to be 
credited direct to appropriation ac- 
counts as received. 


At a meeting of the board of trustees the budget for the year 
prepared by the president of the university will be approved. 
Then the following entry must be made: 
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Debit Credit 
(3) Income $x xx 
To departmental appropriation accounts $x xx 


(Here follows list of all allotments 
to the various departments to be 
posted individually in an appropria- 
tion ledger and in total to the 
general ledger) 


Appropriations made by board of 
trustees for the year 1915-16 as per 
minutes pp.—— 


After the above entries have been posted to the general ledger, 
the balance to the credit of income account will represent the 
unassigned portion. This acts really as a reserve for future con- 
tingencies, if the amount is of any size. 

Our journal entries have so far accounted for all income as 
estimated as well as for all income from which there will be no 
variation. 

In journal entry No. 1 we have summarily charged the United 
States treasurer with the amounts he will eventually remit to the 
university. When these remittances are received there will be a 
debit to the cash account in a column for the specific fund and a 
credit to the United States treasurer. This cashbook entry trans- 
fers the liability for the specific fund from the United States 
treasurer to the treasurer of the university; the debit to cash is 
automatically a charge to the university treasurer, since all 
receipts are deposited. In this manner, the charge to the United 
States treasurer is closed out as quickly as all remittances have 
been received from him. The whole process is really a con- 
version of an account receivable into cash deposited with one of 
the university’s own officers. 

The income from the state is held for the university by the 
state treasurer and is available only as withdrawn through 
properly certified vouchers sent to the state auditor of public 
accounts, who countersigns all warrants issued by the treasurer 
of the state. The annual charge at the beginning of each year to 
the state treasurer for all funds voted to the university by the 
state legislature is the only entry necessary to hold the state 
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treasurer to account. This charge is reduced monthly by the 
amount of vouchers certified against state funds. 

The charge in the general ledger to the state treasurer must 
be split up into as many separate accounts as there are separate 
funds for specified purposes. In almost all states, efforts are 
being made to reduce the number of funds; in reality, only two 
would be absolutely necessary—one to provide for all expense 
and maintenance, the other to provide for capital additions. If 
two funds proved too inflexible, a third fund for contingencies 
might be created, which could be drawn upon to serve either of 
the other two funds whenever necessary. 

In some states, the legislative appropriation bill for univer- 
sity support is so detailed that every need is listed and an amount 
for each said need indicated. In such circumstances, the books 
of the university must split the charge to the state treasurer into 
exactly as many details as appear in the bill. The same system 
outlined above can be used, and, as we shall see when we con- 
sider disbursements, no additional labor is necessary; wherever 
state appropriations are in great detail, this detail corresponds 
exactly to the budgetary arrangements made by the university 
officers themselves. 

Our plan is not disturbed in states where state funds are 
periodically transferred to the university treasurer. Such trans- 
fers are generally made quarterly. Our initial entry charging the 
state treasurer and crediting income should be made; whenever 
a transfer occurs, a credit is passed to the state treasurer and 
the university treasurer is charged—this last entry should be 
strictly a cashbook entry. The account with the state treasurer 
will represent absolutely unincumbered income, the account with 
the university treasurer will be income immediately available. All 
disbursements in this instance are against the moneys held by 
the university treasurer. 

Current receipts from students, from departmental sales and 
from interest on bank balances at the University of Illinois are 
deposited directly with the university treasurer. There is no 
state control or supervision over these receipts. In some states, 
current receipts must be deposited with the state treasurer. How- 
ever, where this is done, the fund so created is entirely free for 
university use. The only difference in accounting is a charge to 
state treasurer instead of university treasurer. These current 
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receipts form the real basis for the cashbook. At Illinois, our 
cashbook is arranged in columnar form as follows: 


1. Debits—University treasurer’s funds: 

. General fund 

. United States agricultural experiment station fund 
United States Smith-Lever fund 

. Trusts fund 

Stores fund 


eanep 


Credits: 
a. United States treasurer 
b. Appropriation ledger 
c. Current receipts 
d. Trusts fund reserve account 
e. Stores account 


Receipts are charged to the university treasurer under the 
proper fund and then credited to the appropriate account. To 
illustrate: when a warrant for the United States Smith-Lever 
fund is received from the United States treasurer, the United 
States Smith-Lever fund account under the university treasurer 
is charged and the United States treasurer is credited. Let us 
remember that the United States treasurer was previously 
charged at the beginning of the year when the income account 
was prepared. This same procedure is followed with the other 
United States agricultural experiment station funds. Student 
fees are charged to the university treasurer under general fund, 
and credited to current receipts. Receipts from sales made by 
departments, whose appropriations are to be increased by these 
receipts, are charged to the university treasurer under general 
fund account and credited to the appropriation ledger account. 
In the appropriation ledger itself, the individual departmental 
appropriation account is credited. The appropriation ledger 
column total provides the entry for the general ledger controlling 
account for the various departmental appropriations. Receipts 
on account of trust funds (student loan funds, etc.) are charged 
to the university treasurer’s trust fund and credited to the trust 
fund reserve account. 

A special explanation is needed for the stores fund and the 
stores accounts. There is no specific state appropriation in 
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Illinois for stores and supplies—there could hardly be such an 
appropriation, because quantities of stores to be used could hardly 
be accurately estimated. Moreover, it is unknown at the begin- 
ning of any year what quantities of stores will be used by the 
different departments and for what purposes; hence, it would 
be quite impossible to provide for stores and supplies under the 
regular state appropriations. We were, therefore, for a time 
confronted with a peculiar condition. There was no fund for 
stores either with the state treasurer or the university treasurer ; 
when purchases were made, these were charged to a stores 
account; as departments requisitioned for stores, the depart- 
mental appropriations were charged and the stores account cred- 
ited. The expenditure of stores for the departments was then 
replenished by the state treasurer, because the disbursement of 
stores could be charged against some definite state fund. These 
replenishments were then credited in the nature of an appropri- 
ation for stores. Since the disbursements out of university funds 
exceeded the replenishments by the state for stores used by the 
departments, and since the disbursements were offset against the 
replenishments, the monthly statements always showed an over- 
draft for the stores accounts. At the same time, there was no 
general ledger and hence no inventory account. The stores 
account, therefore, while actually representing the excess of 
purchases over supplies used, or in other words an asset account, 
was expressed as an overdraft. This condition was remedied by 
the creation out of general funds in the hands of the university 
treasurer of a stores fund. After the general ledger was intro- 
duced, the inventory of stores was set up therein. The pur- 
chases of all stores were then charged to the inventory account 
and all payments for stores made out of the stores fund. As the 
departments requisitioned for stores, the inventory account was 
credited and the departmental appropriations charged. The reim- 
bursements from the state treasurer for the departmental requi- 
sitions were then deposited to the stores fund and the statements 
once more reflected true conditions. The stores fund by this 
process is either entirely intact or is composed partly of cash on 
deposit and partly of unreimbursed items. 

The cashbook is a summary book; the entries thereon come 
from a cash receipts voucher, of which there is one daily. To 
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this cash receipt voucher are attached all the detailed cash receipt 
slips or tickets. The cash receipt voucher provides, besides the 
accounts indicated heretofore as appearing on the cashbook, a 
controlling analysis of receipts by the various colleges and schools 
of the university, by student fees, physical plant, stores, trusts, 
United States funds and miscellaneous. This controlling analysis 
is made in the auditing department, whereas a detailed analysis 
of the nature of receipts is made in the cashier’s office. The 
auditing department in this way has an effective check on the 
distribution of receipts. 

In some universities, where conditions permit, it is advisable 
that the registrar’s office analyze all fees from students and 
further treat all registrations as accounts receivable. As fees 
were paid, no further analysis would be necessary; the cashier 
would simply credit the collected fee in a column for accounts 
receivable. Such a system makes unnecessary a duplication of 
student fee analysis and would give the comptroller of the univer- 
sity a controlling account of student fees, with the total unpaid 
fees constantly before him. 

The posting of the monthly totals from the cashbook to the 
general ledger affords controlling accounts for all receipts. The 
total of the appropriation ledger column controls the credits to 
the departments for such receipts as become available for depart- 
mental use. The cash receipts analysis by colleges and schools, 
etc., provides the cashier with a check on his own detailed 
analysis of receipts. This detailed analysis shows the real nature 
of each collection—whether from sales of milk, butter, cheese, 
farm produce, whether from laboratory fees, diploma fees, 
whether for interest or principal on loans or from whatever 
source susceptible to classification. 


ACCOUNTING FOR DISBURSEMENTS 


The disbursements of a state university are absolutely con- 
trolled by two established factors—(1) the various specific state 
and university funds, and (2) the university budget showing the 
allotments to the various departments. All disbursements must 
be out of specific funds and they must all be charged against 
fixed departmental or operating appropriation accounts. 
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At Illinois, all disbursements out of state funds must be made 
by means of a voucher properly certified to the auditor of public 
accounts. A state warrant is then issued by the state treasurer 
and countersigned by the auditor of public accounts. 

In journal entry No. 1, we made a charge to the state treasurer 
for all the various funds allotted to the university by the state 
legislature. Vouchers drawn against state funds must, there- 
fore, be credited to the state treasurer’s account. 

It would be a stupendous task if each voucher had to be 
separately recorded in the general books of the university. To 
avoid such a procedure, all vouchers to be paid out of certain 
state funds are assembled and segregated in line with the fund 
from which they are to be withdrawn. Thus, a daily typewritten 
list of all vouchers against the state treasurer for the “instruc- 
tional fund” is prepared; all other vouchers are likewise assem- 
bled under the respective funds whence they are to be with- 
drawn. Four copies of this list are prepared, or typed, at one 
operation, at Illinois, and they serve the following purposes: 


1. As the list for the state auditor, used by him as a basis of 
posting to his accounts with university funds. 

2. For the copy used by the comptroller for his report to the 
board of trustees of vouchers drawn. 

3. For the secretary’s record of warrants issued. (The sec- 
retary at Illinois is now a separate officer having no connection 
with the business office.) 

4. For the business office voucher register. This last copy 
is made on a ledger sheet. The footings of these ledger sheets 
are carried forward in each fund from day to day, and at the 
end of the month are posted to the general ledger controlling 
accounts for the various funds. 


As funds are withdrawn, the department benefiting by the 
disbursement must be charged. It is impossible, or at least not 
feasible, to provide a cashbook with distribution columns to take 
care of all the departmental appropriations. And yet all dis- 
bursements must be charged to appropriation accounts ; moreover, 
this should be done with the least possible labor. 

The accounting department of the University of [Illinois 
maintains, as a part of its bookkeeping records, an appropriation 
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sheet for each departmental appropriation. As disbursements 
are made, typewritten entries are made on the appropriation sheet. 
There is one sheet a month for each department; as the entries 
are typed day by day, it is necessary to provide a file for each 
sheet ; this file is arranged in accordance with the various appro- 
priation accounts. Altogether, there are three copies made for 
each appropriation account—one is the regular bookkeeping 
record, another goes to the department, and the third is sent to 
the dean of the college or school affected. 

The appropriation disbursement sheet is provided with a num- 
ber of columns for the following details: 


1. Business office voucher number 

2. Name (of vendor, or articles if a supply room charge) 
3. Expense class 

4. Items 

5. Monthly totals 


At the bottom of the sheet, provision is made for the various 
encumbrances because of outstanding purchase orders, job orders, 
library orders, contracts and salaries. The entire annual salaries 
are immediately considered an encumbrance against appropria- 
tions since they are available for salaries only. A summary 
statement of the appropriation is also provided. This shows (1) 
total budget allotment, (2) net credit (the result of deducting 
from (1) the previous month’s totals), less (3) disbursements 
current month, and (4) current encumbrances. The remainder 
is the free balance. 

This appropriation disbursement sheet not only gives each 
department complete detailed information with reference to the 
departmental appropriation and available balance, but, when com- 
bined with a proper filing system within the department, makes 
bookkeeping in the department altogether unnecessary. In most 
of our state universities, the departments themselves keep accounts 
with their appropriations even though the business offices keep 
the accounts also. The trouble has been that the business office 
did not furnish an analysis of departmental expenditures and 
encumbrances satisfactory to the department. At Illinois, we 
not only furnish such a statement, but that statement is a carbon 
copy of our bookkeeping record; the whole prepared with not 
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an iota of additional expense or labor and yet resulting in a 
great saving of expense because of the elimination of the need 
for department bookkeeping. We cannot here discuss the 
details of departmental files, which can be so arranged as almost 
automatically to check the accounting statement or bookkeeping 
record submitted monthly by the general business office. 

The appropriation disbursement sheet, through column (3) 
“expense class,” provides the basis for the monthly classified 
analysis of expenditures for each department. At Illinois the 
various classes of expenditures are expressed by a numbering 
scheme, and to analyze the appropriation disbursement sheet 
means merely the collation of the same numbers. This is done 
once a month. 

At the end of each month the monthly totals from all the 
appropriation disbursement sheets are summed up and charged 
to the general ledger account “departmental appropriation 
accounts” and each appropriation sheet’s total is charged against 
its corresponding appropriation account in the subsidiary appro- 
priation ledger. Let us remember that the monthly totals charge- 
able to appropriations must exactly agree with the total monthly 
disbursements credited against the various state and university 
funds. In fact, the credit to cash or funds is the one side of our 
double entry and the charge to appropriations is the other. 

Disbursements made from university funds, as distinct from 
state funds, go through a process like that heretofore described, 
except that the warrants are made up by university officers and, 
of course, are drawn against the university treasurer instead of 
the state treasurer. 

The funds with the university treasurer are used chiefly to 
pay off labor, to purchase stores, to pay expressage, freight, 
cartage, some salaries and current miscellaneous items. 


ACCOUNTING FOR ENCUMBRANCES 


Encumbrances in state institutions are generally classified 
under purchase orders, job orders, library orders, contracts and 
salaries. Files are kept for outstanding job orders and library 
orders from which monthly summaries are prepared. A contract 
register is maintained in which one sheet is allowed for each 
contract. A purchase order register provides an account with 


91 








The Journal of Accountancy 


each departmental appropriation. In these accounts entry is made 
of the estimated cost of each order, which, in turn, is checked 
out when the order is filled and the voucher passed for payment. 
The unchecked entries constitute at any time the outstanding 
amount or departmental encumbrance. From the salary budget 
monthly computations are made of salaries payable to the end of 
the fiscal year. 

All the various encumbrances are expressed monthly on the 
appropriation disbursement sheet, as above outlined. 
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Formation of Extended Logarithms 
By Artuur S. LITTLE 


Among the numerous good and truthful things said by Elias 
Loomis is: “Multiplication is more easily performed than 
division.” It is immaterial for the present purpose whether or 
not Loomis was the discoverer of this fact, or to what extent it 
is generally realized. The correctness of his statement becomes 
very evident upon analysis of the two following examples 
wherein, after first arming ourselves with a table of multiples of 
the number 316,227,766, we have: (a) divided, (b) multiplied 
it into the number 469,507,312. 
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There are at least three well known methods in existence for 
obtaining the factors for the formation of extended logarithms, 
viz. : 

I Decomposition by division, beginning with the first 
one, two, three or four figures of the number 
itself, which are always “A.” 
II Multiplying the number down to unity.* 
III Multiplying the number up to unity. 


The first plan is given by far the greatest amount of first-choice 
attention by Gray, Steinhauser and Sprague in their respective 
tables. However, Gray and Sprague (especially the latter) give 
ample directions for multiplying up to unity, and even Stein- 
hauser seems to hint at the process in a brief “Anhang”’ devoted 
to Naperian logarithms. 

In my own experience I have found decidedly preferable the 
multiplying up process, and I now learn that this same view is 
held by certain very good authorities on the subject—notably 
E. S. Thomas, C.P.A., of Cincinnati, who, by the way, devised 
the method independently, unaware of what had been done years 
before in England by Hearn, Orchard, Wace, Warner et al. 

However, this process of “multiplying up to unity” is in 
practice not in exact accord with the way the expression reads 
and sounds, as unity does not put in an appearance until the work 
is completely finished, and during the progress of the operation 
the number is in the form of: 


99 *K RK AK KK KK 


99 99 ** #* Hk kK 
aa ™, ae. 


making what is probably the most inconvenient number to deal 
with that could be devised, viz., a long string of nines.} 

I propose to give an account of a (supposedly) new and unpub- 
lished method, devised by myself in 1910, whereby the number 
is multiplied up to 1/9; i., LLI11111111111111........ This 
method appears to be especially superior for numbers whose first 





*This is known as Weddle’s method and appears to have fallen into disuse. It 
requires factors in the form of 9*; 99%; 999%; 9999"; etc. 

¢This is doubtless the reason why Weddle’s method was abandoned and supplanted 
by systems having factors in the form of 10**; 1000**; 100000**, etc, 
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digit is one and whose second is 0, and if such superiority really 
exists, the significance becomes immediately apparent, as by far 
the greater part of the extended logarithms desired by account- 
ants and actuaries are those of ratios, which are of course always 
in the form of 1 QEFEEEREREREEERES 


EXAMPLE: Required, the logarithm of 10471. 
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Four-at-a-time 


1061 1242 2542 
A B C 
1047 1 





_ 
WwW 
N 
© 
ie) 
do 
ie) 
fo.) 














025715383901 
53936025 
110 44 
95424250 9 4 3 9Log9 
9800118 4 0 4 0 9 Colog 


019988159 5S D 1 Leg 


Question No. 1 immediately arises: How do we find what 
the factors are? 

The first factor is a near-reciprocal in the form of 
11111111111111 divided by the first few figures of the number 
whose logarithm is sought, which may be found in four ways: 


(a) By ordinary division ; 

(b) By dividing the exhibits in any reciprocal table by 9; 

(c) By a small table of logarithms (the best plan) ; 

(d) By consulting a small manuscript table prepared for the 
purpose (practicable for a two-at-a-time table). 


After getting started in this manner the remaining factors are 
found by subtracting the number as it stands partly multiplied 
up along itself, i.e., begin with the right hand digit in the period 
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for which the factor is desired and subtract said digit from its 
left hand neighbor. Continue in this manner until the period is 
filled up. In such subtracting, “borrowing” is done in the usual 
manner; indeed, it is necessary to make such allowance when 
beginning to take out a factor in case the digit on the right is 
greater than the one with which the subtracting is started. This 
applies to the obtaining of every factor after the first. 

After the number is over 50% multiplied up, the remaining 
factors may be taken out in a lump, making it unnecessary to 
observe the formality of multiplying separately by each factor 
to the end, as has been done in the foregoing examples. 

In multiplying up to unity the object is to secure nines, but 
under this plan, the extreme right hand figure to be secured is 
an O (preceded by ones). To put it another way, during its 
progress the work should develop as follows: 
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As previously remarked, this plan is best suited for finding 
the logarithm of interest ratios. However, it can be used satis- 
factorily for any number, as will be seen by the following 
example: 
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In working one or two at a time, it will often be necessary 
to make two bites of the second factor. For instance, one of 
the foregoing examples has a double B. This feature of a 
duplicate factor is not very serious, but the necessity therefor 
in a two-at-a-time table can generally be prevented by finding 
the B as a near-reciprocal rather than by the leftwardly sub- 
tracting process. 
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Relation between the Accountant and the 
Efficiency Engineer 


By C. E. KNoEpPEL 
(Harotp Butr collaborating) 


The efficiency movement to date has been characterized by a 
pronounced and conspicuous absence of the right kind of a rela- 
tionship between the engineer, who is entrusted with the task 
of determining and eliminating waste, and the accountant, whose 
task is that of recording and constructively analyzing current 
happenings—an absence which has been fruitful of many fail- 
ures on the part of both engineer and accountant. 

The accountant goes into a plant to improve methods, and 
improvement in these days of the keenest kind of competition 
means reducing costs and increasing production or both. He 
analyzes the situation, devises forms, puts in systems, makes up 
monthly statements and charts; all of which he studies, taking up 
with the management his conclusions covering the sore spots and 
weak places along with remedies for their correction. It is found, 
however, that the anticipated results are not forthcoming, for 
which any or all of several reasons are responsible. The reports 
and statements may be compiled so long after the actual happen- 
ing as to be valueless as correctives; the peculiar conditions 
existing in the particular case may not be properly covered; 
essential data are perhaps ignored; there may be considerable 
incorrect accounting and costing practice; the methods may be 
viewed with good-natured contempt or open opposition by the 
hard-headed, hard-fisted, practical foreman; the figures may be 
confusing and difficult to use for comparative purposes; today 
the cost figures may mean one thing and tomorrow they are 
likely to mean something altogether different; the methods may 
not show enough, which leads to false conclusions, or they may 
show so much as to make it next to impossible for those in 
authority to take the time to study them to advantage and to 
the betterment of the business. The net result is either a com- 
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plete failure or the kind of an admission by the management as 
to merit in the methods which “damns with faint praise.” 

The efficiency engineer goes into a plant; studies one thing 
or another; starts planning methods in some department or 
collects data to find the weak places; draws up reports covering 
what should be done and getting the consent of the management 
to go ahead; devises methods of stores and labor control; makes 
time studies; puts workmen on bonus; and many of.the other 
things which the industrial world is entirely familiar with as 
constituting phases of efficiency engineering. It will be found 
in far too many cases that what the engineer does is entirely 
independent of the work of the accountant; that there is no 
tie-up between them in the books of the company, the only 
entries being the amounts charged to expense covering salaries 
and other items in connection with the efficiency installation. 
The accountant, viewing the advent of the efficiency engineer 
as an encroachment on his functions, as well as a reflection on 
his ability, is either not in sympathy with the work, never hesi- 
tating to criticise the efforts of the efficiency engineer, or, trying 
to codperate, finds it difficult to do so because of the lack of 
proper codrdination between the two factors, or because the 
efficiency engineer may pass over the efforts of the accountant 
with an amused tolerance, feeling secure in his ability to get 
his results without the assistance of an ordinary accountant. 

I realize only too well that there are many accountants putting 
in systems who hardly know the difference between a machine 
tool and a jig, but who can discourse on the value of sinking 
funds and the way to figure depreciations with the learnedness 
of a supreme court justice. On the other hand there are efficiency 
engineers—and they are sprouting every day—who, fortified 
with a knowledge contained in the books written by Mr. Taylor 
and Mr. Emerson (I have hardly attained that position in the 
work to mention my own), plus an unadulterated nerve, get 
into a plant, and with a stop-watch in their pocket, pick out and 
study some chap who, having been out on a “party” the night 
before, has fingers that are all thumbs. Of course, nothing is 
right in this shop, and all this, perhaps, on an experience that 
will recommend the scrapping of some castings because they 
are rusty. 
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It is to be regretted that there is not a “society to determine 
the merits of accountants and efficiency engineers.” 

The accountant has his field and so has the efficiency 
engineer. Their work is not antagonistic. They are aiming at 
the same goal and while using different weapons and traveling 
different roads, have the same ideals and the same interests before 
them. Neither can secure the greatest results working alone. To 
anyone who has studied the proposition from both angles it should 
be evident that they must work in harmony at all times if the 
concern is to get any substantial returns from their efforts. 

Of course there will be clashes. I would not give a cent for 
an accountant who would accept all an efficiency engineer wanted 
to do in a plant, nor for an efficiency engineer who would do 
everything the way the accountant advised. If they keep in 
mind, however, the fact that their interests are mutual, and if 
the management insists upon it, there can be a coordination 
without which no real and lasting success is possible. I am 
less concerned with what an efficiency engineer or an accountant 
can do while on the work or immediately thereafter, than with 
what is accomplished over a period of years. Show me what is 
being done five years after the completion of an accounting or 
engineering installation and I can determine the success of the 
work. No other gauge is worth anything. 

The efficiency and accounting movements are old enough to 
require little in the way of definitions. My experience both in 
accounting work and in the efficiency field shows me that the 
functions of the efficiency engineer and the accountant are as 
follows : 


Efficiency engineer—to outline standard practice, 
Accountant—to criticise actual practice, 


the work of the one being constructive in nature, that of the 
other analytical. You can’t have constructiveness without 
analysis and every real analysis leads to a great deal that is 
constructive. 

The engineer gets out into the thick of things, studies, and 
prescribes the proper procedure and creates the machinery to 
overcome the weaknesses met with. The accountant is qual- 
ified to devise methods of economically getting data regarding 
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what has been performed. He is the faithful and unbiased 
recorder of the results of the engineer’s work, the endorser of 
the financial value of the performance. There are so many 
factors involved in cost accounting which are not met with in 
ordinary financial accounting that, unless the accountant is 
a practical cost man with long experience, he is courting failure 
if he attempts to play a lone hand. Nor is it sufficient for the 
engineer to make statements that he is saving in a certain depart- 
ment, on a certain process, any fixed sum of money due to 
improvements he has originated, unless the accountant through 
the company books demonstrates that he is correct. 

Isn’t it, therefore, reasonable to suppose that each one will 
make a better go of it if each will work with the other? 

Let me cite a few cases which will show how detrimental it 
is to the success of a betterment undertaking for the accountant 
and the engineer to work independently or at cross purposes. 

In one case the engineer was at work organizing a loosely run 
plant, and one of the devices started was service or operation 
time cards to control the activities of the workmen. Because 
the shop was a large one and due to the failure of the depart- 
ment heads to cooperate as they should have done the returns 
were full of mistakes and. misleading figures as well as minus 
a lot of essential facts. At this stage along comes a record 
designed by the accountant—an operation time and cost com- 
parison—with the request that it be used. Now, imagine under 
such conditions the value of such a comparison. Between wide 
fluctuations, insufficient information and incorrect entries it 
would be next to impossible to use such a compilation in a con- 
structive way. If today an operation cost was $10.60 and the 
next time the work was made the cost was $14.20, how would 
it be possible in the absence of the right kind of a control of 
productive activities for anyone to say what caused the increase 
of $3.60? It was simply a case of the accountant jumping in 
before the stage was set for his appearance. He, as an account- 
ant, from both a cost and an auditing standpoint, should have 
been more concerned with the accuracy and comprehensiveness 
of the time reports than a comparison of results which could 
mean little and accomplish nothing from a cost-reducing stand- 


point. 
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In another plant the practice in handling repairs was to 
charge the cost of them to the particular order that happened 
to be on the machine at the time the break occurred or the need 
for repair developed. This was the auditor’s scheme. The 
engineer protested, saying that while it was “O.K.” from an 
auditing standpoint, in that all expenditures would be properly 
accounted for, it was very bad practice from a cost standpoint 
and still worse from an efficiency point of view, when comparing 
actual times with standards, all to no avail, however. 

In still another plant manufacturing a competitive and 
special line, mostly contract work, and operating at between 50 
and 60% of its normal capacity, the figures used in estimating 
on new work were the actual costs, which of course reflected 
the low operating condition. The overhead rates used were so 
much higher than what would have been used in normal times 
that the concern was usually the highest bidder, which, of course, 
operated against getting new business. The direct result was 
this: as business declined, costs would increase, and as costs 
increased, business would decline, so that this concern as well 
as any other in the same position, faced the alternative of using 
rates which reflected normal conditions on which it could get 
business or rates which would ultimately mean no business at all; 
and in this kind of case you will find the selling branch of the 
business ignoring cost figures entirely, intuitively realizing that 
through using actual costs they are simply committing business 
suicide. 

I can see the accountant with his hands up in holy horror 
at the mere mention of ignoring costs, through using capacity 
rates, when the business is operating under normal capacity. Let 
me ask such an accountant this question: If you have ten machines 
at work in a department and suddenly find you have only enough 
business for five of them, are you going to double the overhead 
rate in bidding? “But,” he says, “use actual costs and then 
bid sufficiently under to get the business, pocketing the loss.” 
Yes, but who is going to determine how much off is sufficiently 
under? It is always safe to assume that with other things equal, 
close to capacity rate will stand a very good chance of getting 
business, and while it may be a case of “playing the market 
short,” situations like this—and they are not uncommon—are 
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critical and call for the elimination of dogmatic practice and the 
use of ordinary common-sense. I well remember advising a 
manufacturer some years ago to take a large order which he 
could get at a price which meant a large loss. If he didn’t get 
the order he would be no worse off than he was. If he did secure 
it, however, the additional hours of work added to what he 
already had would force the burden down to a point where the 
loss would be wiped out, and this is exactly what happened. 
“But,” the accountant says, “what are cost figures for?” My 
answer is, “Only as a guide to common-sense.” 

In another case in a plant operating at 60% capacity the 
engineer recommended taking an order for the cost of labor and 
material, plus handling burden only, not using the overhead rates ; 
the theory being that the regular work in the shop would absorb 
the burden if this order was not received, but if received, a large 
number of hours would be consumed, lowering the entire burden. 
The common-sense behind it all was that there was no possible 
chance to get the order using regular rates, and inasmuch as the 
amount of material and the hours of labor were large, the order 
would be decidedly valuable. 

In another plant using the machine hour basis of costing, the 
foreman said he could not see why a machine with a normal rate 
of 50 cents per hour should cost him $1.00 per hour when kept 
busy but half the time. His organization was on hand, power 
was available, and he was ready to work the machine 10 hours 
at 50 cents per hour, and this should, therefore, be his cost regard- 
less of other considerations, provided, of course, he kept the 
machine busy through wise planning, if work was available. 

Another surprising thing in this advanced accounting age is 
to find so many plants using average burden or overhead rates 
in the various departments, instead of determining the actual 
rates. I know of one case in particular where several depart- 
ments have a fixed rate of 100%, when a study would show 
that some would have a much higher rate and others a much 
lower one, which is exactly what an average cost means. Why 
spend money to gather cost facts when what is compiled is admit- 
tedly inaccurate and from a selling standpoint many times disas- 
trous? If the engineer recommends actual department burdens 
he is told that it will cost too much money. The engineer replies 
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that while it is bad practice for the manufacturer to fool the 
other fellow, even if he can do so without being discovered, it 
is suicidal for him to fool himself through inaccurate and mis- 
leading burden costs, when for a little more money he can have 
real, constructive and accurate figures. 

The accountant religiously studies the relation between non- 
productive and productive labor and considers these ratios a 
gauge of results—a low rate being looked upon as favorable and 
a high one detrimental. The engineer says: “Pay no attention 
to these except for cost purposes, as efficiency is the real measure 
of success.” It is indeed pitiful to have a foreman say he could 
dispense with several producers by adding some non-productive 
workmen, but that he would not dare do so as the overhead 
would increase and he would be criticised by the management. 
I have no patience with the accountant who so blindly considers 
success as the decrease in the ratio of non-productive to pro- 
ductive. If by a wonderful increase in efficiency the productive 
force in a plant could be reduced to one man with no decrease in 
burden, the ratio would be abnormally high indeed, but it would 
be a legitimate one and the efficiency at maximum, something 
not apparent from a study of non-productive to the productive, 
but from a study of what productive was with what it is now. 

The accountant says that direct cost in money is the real 
measure of everything. The engineer replies that this may be so 
from the standpoint of accounting, but that time in hours is the 
real investment in the plant, the best basis for comparing efficiency 
of men and departments, as well as the logical basis for overhead 
apportionment. If a standard is expressed as 10 hours, we have 
something much more tangible and definite than to call it $12.00, 
as we do not know what this money really means from a stand- 
point of equivalency. 

The accountant and the engineer seem to split over the theory 
of accounting and the practice of manufacturing. The accountant 
believes in two fundamentals: 


1.—Charge operating costs and expenses incurred in a 
business to the product produced. 

2.—Include in direct costs everything that can be applied 
to the order or unit or class of product. 
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Let me test these from a practical, common-sense standpoint. 
In the early part of 1908 the writer took hold of a large plant in 
Pennsylvania comprising a structural shop, machine shop and 
foundry. The burden accounting at the time gave the machine 
shop more profits than it was entitled to, while the structural 
shop was showing profits less than those actually made. The 
foundry was selling castings to the machine shop and struc- 
tural shop at actual cost, which did not include any proportion 
of the overhead expenses of the company. In the changes that 
followed, each department was put on its own feet through the 
books of the company, with provision for a monthly profit and 
loss statement, the foundry being considered as a jobbing foundry 
selling its castings at market rates. 

The radical and, from the accounting standard, a revolutionary 
thing about the development, was the adoption of standard burden 
rates for the various departments, the work in process being 
charged with actual and credited with standard burden rates, 
the difference being charged or credited monthly to a depart- 
mental burden profit and loss account. 

The theory which the engineer had in mind, and is coming 
to be accepted by industrial managers, was that the greatest vol- 
ume of business could be secured only when the plant was oper- 
ating at about normal; that high production meant low costs; 
low production high costs, under the usual method of account- 
ing—which meant that the selling and cost divisions came into 
conflict both when costs were high, which operated against getting 
business, and when costs were extremely low, due to abnormal 
business, which resulted in tenders lower than would be neces- 
sary to secure the business. 

So much for the theory. How about the practice? A concern 
is in business to sell. It may make what it can sell and sell what 
it makes, but selling is the primary and fundamental basis of any 
business, a principle which many accountants and efficiency 
engineers alike seem to forget. Now, then, if as a sales manager 
I can’t sell goods because due to conditions being below normal 
my prices are too high, or because of an abnormally high pro- 
duction my prices are lower than I know I can get for my goods, 
I don’t need to be an efficiency engineer nor an accountant to 
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know that something is decidedly wrong with the whole thing, 
both in theory and in practice. 

With standard rates, however, reflecting normal conditions, I 
am insured against loss in business on the one hand and loss 
in price and profits on the other. I know also that on this basis 
a line which is profitable in the shop will show the profits in 
the costing, whereas during periods of low production the 
increased overhead rate will not only wipe out all profit, but make 
the line show a loss. 

“Faulty practice,” says the accountant. “Poor business,” says 
the manufacturer. “Common-sense,” replies the engineer. At 
any rate here is what happened to the concern in question. At 
the time the methods were introduced the business was making 
very little money. Its sales were not large. It was a heavy bor- 
rower with a pattern account far in excess of real value. It 
had a bond issue hanging over its head. Today this plant with 
two additions is doing a capacity business, making excellent 
profits and declaring dividends. It is discounting its paper as 
well as rapidly retiring its bonds, and the pattern account is 
where it belongs. So much for the first fundamental of applying 
all costs to what is produced. How about the second of including 
in direct cost all that can be charged to it? 

Assume that a machine is working on Smith’s contract and 
that for the operation in question 50 hours were estimated as 
being reasonable. Assume further that this machine has recently 
finished the same operation on contract for Jones and that the 
next job is the same operation for Brown’s contract. Also assume 
that while work is being done on Smith’s job there are the 
following delays: 


No material 1 hour 
Machine repaired 5 hours 
Incorrect print 1 hour 
Waiting for inspector 4 hour 


Total, 74 hours 


and when the operation is completed the time turned in amounts 
to 65 hours. An analysis reveals: 
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Actual time 65 hours 
Estimated time 50 hours 
Loss or waste 15 hours 
Delays 74 hours 
Extra time by operator 74 hours 


Now, let me ask this question: Is the efficiency 


50 hrs. estimated time = 76.9% 





~ 65 hrs. actual time 
or is it 
50 hrs. estimated time 
iececiaien tems natice rec d tate, tillile Meal Ss 
(65—7.5) actual hrs. less delay ot 


In considering this aspect, the fact remains that the delays of 
7.5 hours were beyond the worker’s control and therefore he 
is not responsible for the lost time. He was asked to produce 
the work in 50 hours and he used 57.5 hours, so that he is 
responsible for the loss of only 7.5 hours, which is clearly within 
his control. It is evident, therefore, that the efficiency of the 
operation and of the worker is 50 + 57.5, or 86.9%, his ineffic- 
iency being 13.1 (100—86.9), while the inefficiency of the man- 
agement is 10% (86.9—76.9). Where shall we charge it? Surely 
not against the worker, unless we allow him an extra estimated 
time of 7.5 hours to cover the delays he was not responsible for, 
which of course would not be good business. If not against the 
worker, what right have we, then, to charge it to the Smith 
contract? If it does not belong to the worker or the operation 
it should be clear that the job should not be taxed. Consequently 
it is a charge to the expense of running the business, and either 
spread over all jobs in the department or charged into profit 
and loss. 

In this connection is it not true that the loss of 7.5 hours 
in delays is “accidental”? Both the Smith contract and the 
Brown job were fortunate, we will say, not to have delays except 
those which we can charge direct to the worker. Why, then, pin 
it on Smith? 
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Delays and conditions which make for lost time not within 
the control of the worker are accidents which might or might not 
have been prevented by the management. Certainly they were not 
included in the estimate of what should be done, and it is not 
good business to compare one set of conditions with a set that 
included items not taken into consideration. If you go in to 
buy a piece of cut glass and in taking it from the counter the 
attendant drops and breaks it, what a row there would be if the 
store should ask you to pay for the two pieces? The cost of 
the broken one is a logical charge to the expense of running the 
business and has to come out of the profits. So in manufactur- 
ing, the accidentals—and they are nothing else—should be cred- 
ited to the job, not only that we may be fair to the worker who 
in the case mentioned did in 57.5 hours (not in 65) what you 
asked him to do in 50; not only that we may have an intelligent 
comparison of real, actual time against the estimated time; not 
only that we may keep within proper limits the factors upon which 
estimate is based, and not the things which cannot be foreseen 
or controlled, but as a means of separating the inefficiency of 
the worker from that of the management, which in the case 
mentioned was 13.1% for the worker, 10% for the management. 

This, therefore, establishes the practicability of taking out 
of direct cost the accidentals and charging them to the expense of 
conducting the department. The very purpose of an accounting 
arrangement is to show weaknesses and faulty places. How can 
they be discovered when they are buried, as would be the case 
if charged to direct cost? 

The real trouble is this: the accountant looks upon the 
efficiency movement as a visionary, radical and revolutionary 
thing, full of inconsistencies, because it seems to violate all the 
principles of good accounting practice. The engineer views 
accounting as a theoretical, impractical exposition of facts and 
figures which are misleading, incorrect, as well as dangerous to 
use, and violating all the rules of good practical management. 

Both the accountant and engineer are concerned with one 
thing—reducing costs—for only through a reduction in costs can 
larger profits or increased margin of sales be expected. If, 
therefore, costs cannot be compiled on the kind of a basis that 
will not only reflect conditions as they actually exist, but for 
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the enlargement of production and sales, the money spent in com- 
piling them had better be turned to more productive channels. 

The accountant and the efficiency engineer can get together 
if each will get away from feeling that the other does not know 
what he is talking about. A recent instance of the value of the 
efficiency engineer and the accountant working in harmony in 
the case of a large manufacturing organization in the state of 
New York will illustrate the possibilities in their getting together. 
In the work of this particular factory the efficiency engineer 
determined soon after completing the preliminary survey of plant 
conditions that the situation could not be immediately improved 
through the introduction of time study, bonus or piece work, and 
that the thing to do first was properly to estimate the time work 
would take, and then control and follow it up through the various 
operations. In devising a condensed record, graphic in nature, 
which would embody the planning, routing, time estimates, order 
of operation and promised delivery dates, as well as the records 
of performance, it was discovered that the information collected 
for the records of the engineer carried practically all the infor- 
mation required by the accountant for accurate costing, and sup- 
plied that information so that the overhead distribution could be 
made on the basis of machine hour occupation, acknowledged to 
be the best basis for a distribution of overhead expense. It logi- 
cally followed that the same record with a few variations could 
be developed into a cost sheet, and thereby the entire history of 
the job, from the receipt of the order to the shipment of the 
finished product, as well as the record of the experience in opera- 
tions and the accurate costs, could be produced and turned into 
the company’s records by one set of men. A saving of nearly 
80% in the expense of keeping the cost records was thereby 
accomplished, and the money value of this saving alone over a 
period of 40 weeks paid the engineer’s fees in full, thus realizing 
a saving which would never have been made if the engineer or 
accountant had operated independently. 

This all leads to the statement of a few fundamentals which 
the accountant and the engineer must recognize before there will 
be that kind of harmonious action which will lead to maximum 
results : 


1—The first object of a business is to sell goods. 
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2—The next object is to make the goods sold either in advance 

of sales or as sales are made. 

3—The object of records or accounting is so to help the sales 

and manufacturing branches of the business as to result 
in maximum efficiency in codrdination. 

4—The business of selling and making must never be made to 

fit any particular accounting system. 
5—What the local conditions of making and selling are must 
always determine what the accounting should be. 

6—Both the accountant and the engineer should hold frequent 
conferences and each study the work of the other, so 
that each may utilize what the other has in use or pro- 
poses to introduce. 

7—What the engineer does should be properly recorded 

through the books of the company to eliminate dispute 
over accomplishment. 

8—What the accountant does should be with full reference to 

the aims and ideals of the engineer. 

9—The management should see to it that the two work in har- 

mony or air their views in such a way, through confer- 
ences or committees, as will result in concerted action. 
There is no excuse for two different systems in the 
same plant. The methods in use must be the best the 
accountant and the engineer, working together, can 
devise. 

10—Both should recognize that the engineer is concerned with 

the things that are to be accomplished, while the account- 
ant is concerned with things that have been accom- 
plished. 

After all it is only a question of finding the right kind of an 
ideal to which both can subscribe. The following is offered to 
both the accountant and engineer as a guide to a relationship 
which will mean maximum results :—The time to insure the con- 
cern the margin it is entitled to is before an order is entered in 
the plant, and not after. 

If both will work to this “before” principle, there need be no 
apprehension concerning final results. 
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The Budget System in Ohio* 


By E. M. FuLiLincton 


That the business of our city, county, state and federal govern- 
ments has been and, with a few exceptions, still is being carried 
on through the agency of machinery which is archaic and inade- 
quate, no one will deny. In recent years the magnitude of the 
financial problem in our large cities, together with the fact that 
most city revenues are raised by direct taxation, has so centered 
public attention upon fiscal affairs that much careful study and 
many reforms have been made. In general the tendency has 
been to copy European budget plans, particularly the British. 
This idea has been especially popular in the cities because it 
provides that the fiscal policy shall be largely in the hands of the 
mayor, who is directly responsible to the people and can readily 
be held accountable for any abuses or extravagances. State 
governments, supported largely by indirect taxation, have felt 
less keenly the pressure of public opinion on this point—not that 
there has not been in every state a large minority of men who 
have realized the looseness of the old method and the inconsist- 
ency with the principle of representative government of a 
financial system which obscures the most important phase of 
government; but the very fact that matters financial have been 
little understood (except totals, needing much explanation and 
susceptible of being juggled) has delayed the time when public 
opinion will demand more adequate and modern machinery to 
care for matters of finance. 

Ohio’s experience has been the common experience of the 
several states. No particularly grave abuses were disclosed, 
suddenly calling for a new system, but for a long time a few 
informed persons had been thinking of a reform along this line. 
More than a decade ago this idea bore fruit in the establishment 
of the bureau of accounting in connection with the state auditor’s 





*An address delivered at the National Auditors’ Convention, Salt Lake City, 
August 21, 1915. 
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office. At the constitutional convention in 1912 the need of a 
better fiscal plan was understood and discussed in the lobbies 
and informally among the members. 

In 1913 reforms were in the air in Ohio. The people had 
adopted many amendments to the constitution, many of which 
were radical departures from the historic method of conducting 
state affairs. The time was opportune for the establishment of 
a budget system because one of the state officials close to the 
governor had made a special study of state budgets, and the 
governor while in congress had become familiar with the work 
of the Taft efficiency and economy commission. The plan as 
adopted comprehended three features, that of covering all rev- 
enues into the state treasury directly, to be paid out only upon 
appropriation, that of making the fiscal year of all departments 
begin July lst, and that of providing suitable persons to prepare 
the budget. 

Not until November, 1913, did the governor appoint a budget 
commissioner. A special session of the legislature was called in 
January and an appropriation bill passed. The time was too 
short to allow a carefully planned budget to be worked out and 
insufficient to enable the necessary investigation to be made. 
Forms were adapted from those which had been planned by the 
Bureau of Municipal Research of New York. Conferences were 
held with department chiefs as the best substitute for budgetary 
investigation into the fiscal needs of the several departments. 
The estimates were late in being returned and not much time was 
left for careful consideration of the requests before the recom- 
mendations were made. Substantial reductions were recom- 
mended, and the bill as finally passed carried less by $786,624.29 
than the one it repealed. Not much attention was given to rev- 
enues because from the auditor’s estimates it was evident that 
they were sufficient. 

When the legislature had met and appointed its finance com- 
mittees, hearings were given by the committees on all depart- 
mental budgets. Generally the budget commissioner’s recom- 
mendations were accepted. 

A radical departure was made in the form of the general 
appropriation bill. The custom had been to specify a part of 
the salaries and lump the appropriation for the others and to 
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make somewhat general appropriations for other expenses under 
such titles as “contingent expense,” “ordinary repairs and 
improvements,” “uses and purposes” and “receipts and balances.” 

Under the new bill only two general appropriation accounts 
were carried—personal service for all salaries and wages, and 
maintenance for all others. The maintenance accounts were sub- 
divided, with a provision that transfers could be made from one 
to another with the approval of a board consisting of the budget 
commissioner, auditor, attorney general and chairmen of the 
finance committees. Transfers could be made between salary and 
wage accounts also. Much freedom was given to the department 
chiefs in spending money appropriated to them. They usually 
fixed the salaries of their employees. 

The 1914 appropriation bill provoked violent criticism from 
the general assembly. So great indeed was the opposition that 
the house refused to accept it and it had to go over the recess 
period, during which time an appendix was prepared which gave 
more information. Even then the members were not satisfied. 
The constitution demands specific appropriations and it was 
thought that mandate was being ignored, and the members 
objected to blind appropriations. 

Not much criticism was found with the working of the 
scheme in so far as maintenance items were concerned. Very 
few restrictions were placed on transfers and the whole worked 
as though two lump sum appropriations had been made to each 
department. Rarely, if ever, was a transfer refused. The fact 
that money could be transferred to and from capital improvements 
caused some criticism, especially with the board of administration, 
which without express legislative authority had transferred funds 
and built a fine office building in Columbus, when the various 
penal and benevolent institutions were terribly overcrowded. 

The greatest opposition, however, developed in the course of 
the year to the salary arrangement. Each department was free 
to increase salaries and add new employees to the limit of its 
funds. Just prior to the time for submitting estimates for the 
1915 general assembly some departments which had sufficient 
money to their credit in the salary account raised salaries gener- 
ally. This looked like an attempt to spend the money because 
otherwise it would lapse; and increasing salaries is the most 
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serious of extravagances for it involves not only what happens to 
be to the credit of the department at that particular time, but 
also increased personal service cost in the future. 

To find how this kind of an appropriation could be abused 
it is only necessary to compare payrolls of some of the depart- 
ments at the beginning with those near the end of the period 
covered by that appropriation. The following list shows a few of 
the increases that were made in one department within the year: 


$1,300.00 to $1,500.00 
1,800.00 to 2,000.00 
900.00 to 1,200.00 
1,600.00 to 1,800.00 
1,500.00 to 1,800.00 
2,000.00 to 2,400.00 
2,000.00 to 2,400.00 
2,400.00 to 3,000.00 
1,200.00 to 1,500.00 
1,000.00 to 1,200.00 
1,200.00 to 1,500.00 
3,000.00 to 3,500.00 
1,080.00 to 1,500.00 
900.00 to 1,080.00 
1,080.00 to 1,500.00 


During this time new positions were created in three of the 
bureaus of this department so that the payroll shows an increase 
from twelve to twenty-six names, from sixty-seven to one hun- 
dred and one names, and from nine to twenty-six names respec- 
tively. In some cases several salary increases had been granted 
during the year to the same man, and in some of the newer 
commissions salary standards were fixed higher than those obtain- 
ing in the older departments, with the result that the employees 
in the older departments were dissatisfied and restless and eager 
to be transferred to the new commissions. 

Some activities authorized by law to be carried on had devel- 
oped to an extent neither expected nor approved by the members 
of the general assembly, and the lump sum appropriations were 
blamed for the overgrowth of these activities with their corres- 
pondingly increased cost. 
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The forms for the budget prepared in 1915 were changed in 
a few minor details only from those of 1914. More information 
was requested, especially as to the amount of land owned and 
farmed by the several institutions, the kind of crops raised and 
their disposition and the number and description of buildings. 

Before the budget was made a good deal of time and effort 
were spent in budgetary research. The lessons of the cities in 
the country in which the budget had been most highly developed, 
and any facts that could be obtained by consulting reports of 
departments, special commissions and private and semi-official 
organizations from Ohio and the other states were utilized. 
Periodicals in which advanced ideas of state finance and organi- 
zation were to be found were drawn upon. Intensive study was 
made of some of the departments and activities against which 
criticisms had been made in Ohio or in other states. The infor- 
mation obtained by this research was organized and filed to be 
used in making recommendations. 

Just prior to the submission of the estimate blanks to the 
departments, each institution and department was visited and 
carefully surveyed. An attempt was made to obtain the follow- 
ing information: description and function of each department 
and institution; to what extent each activity authorized by law 
is actually being carried on; to what extent, if any, activities not 
expressly authorized by law have grown up through custom; to 
what extent the department is lacking in homogeneity, if at all, 
and whether it is the result of poor organization or the fault of 
the law creating it; to what extent functions previously imposed 
upon the department by law have been found to be unworkable ; 
to what extent, if any, is the department compelled to perform its 
duties in an uneconomical way by the terms of the law; what 
are the fiscal plans of the department for the next two years, 
especially plans that involve expenditures greater than those of 
the last biennium, and what is the cause for the probable increase 
in expenditures ; what are the building plans for the institution. 

To supplement this information a personal service record of 
each employee, except teachers, hospital attendants, nurses and 
heads of departments, was taken. This personal service record 
brought out the following facts: 
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(a) How the incumbents obtained their positions—whether 
by civil service examination or by appointment. 

(b) How long they had been in service. 

(c) A complete description of their duties. 

(d) The salary at which each was originally appointed and 
the date and amount of each increase. 

(e) A description of service performed previous to the time 
of appointment, which in their judgment was a quali- 
fying experience. 

(f) Whether or not any efficiency records were kept in the 
department. 

A copy of the last payroll was taken for reference. 


Each department in submitting its estimate was required to 
give the salary then being paid each employee as well as the 
salary contemplated for the next two years. At the end of each 
departmental budget a statement was required showing total 
amount of money available to the department from all sources 
during the current year. From the auditor’s books the total 
expenditures for the first three quarters of the year were 
obtained, and estimates were made on that basis for the year. 

With all this information at hand the departmental estimates 
were canvassed in the office of the budget commissioner and the 
recommendations made. Following this table of estimates and 
recommendations under the caption “critical comment” a short 
description of the functions of the department, or of the insti- 
tution, was given, together with any supporting data for the 
recommendations and any other comment that seemed pertinent. 
The problem of making the recommendations had been compli- 
cated the preceding summer by a special one-day session of the 
legislature which cut the direct tax to the extent of two and one- 
half millions of dollars, with the result that the most rigid economy 
must be practised if the expenditures were to be kept within 
the revenues. 

Two other alternatives were open—to spend some of the 
balance which had gradually accumulated in the treasury or 
levy new taxes—neither of which commended itself to the admin- 
istration, and it was determined to follow the most rigid economy 
in making recommendations. The recommendations included the 
abandonment of certain departments and activities, the consoli- 
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dation of others where economies could be effected, and greatly 
reduced appropriations to a few others. Supporting arguments 
and data were presented to show the feasibility of making these 
changes. 

When the general assembly met, the finance committee decided 
to conduct hearings on the budgets as submitted, considering 
the recommendations of the budget commissioner as prima facie 
adequate and offering an opportunity to the representative of 
the department affected to show wherein they were too low. 
Revenue sheets were prepared at frequent intervals by the budget 
commissioner for the finance committee, showing balance in the 
treasury, estimated revenues and amount appropriated to date 
by the various bills already passed and tentatively agreed upon 
for each department. Tables were compiled showing whether 
or not the allotments tentatively made were too large for the 
anticipated revenues and if so by what per cent. A representa- 
tive of the budget commission was present at all the hearings 
to furnish information to the committee and make recommenda- 
tions upon any request, the necessity for which had arisen since 
the budget was submitted. 

The finance committee supplemented the information fur- 
rished by the budget commissioner and that which was brought 
out in the departmental hearings by investigating the institutions. 
As each institution was investigated its requests were canvassed 
on the ground. A representative of the budget commissioner’s 
office accompanied the committee, furnishing clipped sheets from 
the budget report showing requests from departments and the 
budget commissioner’s recommendations, with blank spaces for 
finance committee allowances. Besides the institutions a few 
departments were visited by individual members or by sub-com- 
mittees, but this was unorganized and sporadic. 

The general appropriation bill, carrying money sufficient to 
support the departments and institutions for two years, was com- 
piled in the office of the budget commissioner from figures taken 
from the finance committee column of the budgets. The bill 
aimed at making appropriations specific so far as possible without 
unduly hampering departments and institutions. Salaries were 
specified, except those of minor employees in the institutions and 
professors and instructors in the universities and normal schools. 


120 














The Budget System in Ohio 


Frequent shifts among both these groups both in salary and in 
title make it highly inexpedient to attempt to specify them. More- 
over to have attempted to give a complete list of these positions 
with the salaries for each would have made the bill unwieldy. 

The transfer feature of the 1914 bill was retained and a 
scheme devised by which any particular item could be made 
untransferable. It consisted in arranging two columns, in only 
one of which transfers were permissible. The controlling board 
was continued and given the additional task of approving the 
salary of each member of a group appropriated for in one item, 
and of dividing the money appropriated to a department among 
the departments into which it might be segregated by some of 
the various decentralizing bills that were in process of passage. 
This was made necessary because of the referendum section of 
our constitution, which makes the time of the taking effect of 
a bill conditioned on a referendum being filed against it. 

Receipts were not appropriated nor were any balances that 
might be to the credit of the several departments. This was a 
distinctively new step impelled by a desire to make the whole 
fiscal transactions of the state government transparent and easily 
comprehensible to any layman. Much criticism had been made 
against former appropriations of blind items and it was deter- 
mined to avoid them entirely. 

The budget system of expenditure puts the state’s fiscal affairs 
on a business basis. Every effort is made to keep matters of 
finance in the open and to render them perfectly understandable. 
An attempt is made to get away from the obsession that the 
magnitude of the state’s expenditures must be hidden from those 
who pay the bills. 

This is only necessary when waste or graft obtains, for the 
people can be depended upon to approve and pay the bills neces- 
sary for carrying on the state government. The system undoubt- 
edly makes for economy because every item must stand on its 
own legs and may be cut out in any one of seven different 
places, and because each amending body has before it impartial 
information furnished by a state department on each doubtful 
item. The chances of a contemplated injudicious expenditure 
being cut out either by the budget commissioner in his recom- 
mendations, the house finance committee, on the floor of the 
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house, the senate finance committee, on the floor of the senate, 
in conference committee, or by the governor’s veto, is very great, 
because it is entirely unlikely that a log-roller bent upon wasting 
the public funds can get an item through all these bodies if it 
cannot be hidden in blind items or behind necessary and worthy 
objects. 

The transfer provisions of the 1914 bill were carried over 
verbatim, but under the present system no transfers were granted 
except by the controlling board at a regular meeting. Permission 
for transfer is granted only when good reasons can be advanced 
for it. This plan makes for flexibility without tying up funds 
in useless balances for specific purposes. The idea is popular 
with the departments and commends itself to all students of 
finance because of its economy, enabling as it does smaller appro- 
priations without running the risk of subjecting the departments 
to inconvenience and annoyance because some one of the appro- 
priation accounts is too small. 

The salary arrangement is theoretically the weakest feature 
of the whole plan because of its inflexibility. To specify exact 
salaries and provide that no new positions can be provided nor 
salaries increased, however great the need—except for an emer- 
gency involving peace, health and safety—is not an ideal system. 
The plan has not been in operation long enough as yet to enable 
one to judge from experience whether or not the criticisms which 
were aimed at it by students of finance will be found to be serious 
in practice, but probably some modification will be worked out 
before another appropriation bill is passed providing a way for 
a little more latitude in salary adjustments without throwing the 
whole subject open to the abuse incident to the 1914 plan. 

I have briefly outlined the salient points in the Ohio budget 
system and endeavored to explain its workings. What Ohio in 
common with the other states is striving to achieve is release 
from a system which has broken down with the growth and 
complexity of our state governments. Incompetency and lack of 
responsibility among representatives in the general assembly have 
been blamed for much of the weakness in our present system of 
handling state finances. Log-rolling has been and is still being 
practised, and the responsibility is so difficult to trace that fear of 
political consequence is not sufficient to deter members of finance 
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committees from voting away public funds with impunity. State 
expenses, as a result, are increasing at a rate not warranted 
by growth in population or by the increasing tendency toward 
social legislation. It has been suggested that the only way to 
prevent this waste is by a further curtailment of legislative 
powers, and that the fiscal affairs of the state should be in the 
hands of the governor, who should submit the budget to the 
legislature, which may reduce but not increase items. That 
something must be done to minimize log-rolling must be admitted, 
but fortunately there is a way open to accomplish this purpose 
that is not so radical and autocratic as the one which contem- 
plates a still further reduction of legislative power. I submit 
the proposition of combating legislative incompetency and 
inefficiency, not by curtailed legislative powers, but by bringing 
to play upon the representatives the deterring weight of public 
opinion. Most of the vices of our present system result from 
the practice of obscuring our fiscal affairs to such an extent 
that the common people cannot understand them. If we make 
matters of revenue and disbursement so clear that they will be 
readily comprehensible, public opinion will resist excesses in 
public money expenditures. 

Our legislators are generally men of strong common-sense, 
and, coming as they do from the various sections of the state, 
they bring a knowledge of local conditions and an experience 
that the state cannot afford to dispense with when considering 
its finances. To prevent them from increasing appropriations 
above the executive budget is to run a serious risk of crippling 
our institutions and state activities, and to give a governor who 
is desirous of playing politics at public expense a free hand in 
doing so. 

A better plan is that already outlined and now in force in 
Ohio, the fundamental tenets of which are a budget submitted 
by the governor, who can most readily be held responsible, the 
budget recommendations to be based upon complete information 
as to the needs of the departments obtained after painstaking 
investigation, an appropriation bill or series of bills in which each 
item is made to stand on its own legs, and finally full power of 
vetoing items by the executive. 

In closing I wish to emphasize the fact that the distinctive 
feature of the Ohio budget system is its recommendations. 
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These are of value in proportion as they represent judgments 
based on complete information obtained prior to the assembling 
of the legislature. Without recommendations any budget system 
is of relatively little value; it simply involves the submission of 
estimates of departments in organized form. To submit thou- 
sands of items with no particular information or recommenda- 
tions concerning them to a finance committee puts too great a 
task upon the committee, compelling it to rely too much on the 
ex-parte testimony brought out in the hearing. Too much 
emphasis cannot be placed on the facts upon which recommen- 
dations are based, and for this much careful, painstaking investi- 
gation is required. 
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Logging in Western Washington 
By WILHELM JENSEN 


A logging company buys timberland—standing timber, cuts it 
down and into logs, and sells them. 

The timber is first cruised by a timber cruiser who in his 
report to the owner states the approximate amount of each kind 
of timber on each section, the state of it, etc., etc. The cruiser 
carries a field book. (Schedule 1.) . The buyer may accept this 
cruise, or he may have his own cruiser go over the land; the 
land may be sold for a lump sum, so much per acre, or so much 
per thousand feet logged. 

If the land is close to a river, the skidroad process is employed ; 
if too far, railroads are built. Quite often the process is a 
combination of both. 


OPERATION 


When the section is put under the axe, a camp is built in 
the most convenient place, a road is cleared through the heavy 
underbrush and skidroad or railroad is constructed. The cost 
of clearing should be spread over the section cleared. While 
the skidroad is an asset, it must be remembered it is absolutely 
worthless when the section tributary to it is exhausted, and, 
therefore, it must be depreciated heavily, on the same basis as the 
clearing. The same applies to the railroad; the main line should 
be depreciated against wear and-tear and also against the 
exhaustion of the timber tributary to it. The branch lines should 
be depreciated to such an extent that they will be completely 
wiped out, so far as ties and labor are concerned, when the timber 
tributary to the branch is exhausted, and the steel should be 
depreciated against wear and tear. Indeed, some concerns charge 
the construction of branch lines immediately to operation as a 
cost. Hence, it is necessary to open accounts with main line; 
steel, main line; ties and labor, branch lines; steel, branch lines: 
ties and labor—one account of each with each branch. 
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The company will operate several camps, independent of each 
other, except superintendence, and the main office is generally 
located in the city where the logs are mostly sold. The main 
office does all the buying and selling, and makes all the payments 
for labor and material bought. 

The fallers work in pairs. The head faller directs the direc- 
tion in which the tree must fall. When felled the bucker “bucks 
it up”—that is, saws it up into serviceable lengths, logs. These are 
branded with a certain mark, generally different for the various 
sections. This is done in order to be able to ascertain the owner- 
ship of the logs when they reach the destination, in company with 
perhaps twenty other brands belonging to other owners. The 
brand may—and should—be recorded with the county clerk and 
with all prospective buyers of logs in the locality. 

Next the logs are hauled—by means of donkey engines over 
the skidroad, or by railroad—to the landing, where they are 
dumped into the river, or, perhaps, direct to the sawmill. If 
dumped into the river, a boom is necessary for the sorting. This 
is generally owned by an independent concern; it sorts and 
delivers the logs in rafts of from one to three hundred thousand 
feet. When the logs arrive at the sawmill, they are graded and 
measured by the owner and the buyer. The Spaulding table for 
measurement of logs has been adopted by the legislature of the 
state of Washington. Immediately upon ascertaining the content 
of the raft, the mill sends the owner—the logger—a credit memo- 
randum for it. 


CAMP RECORDS 


These must be very simple, as they are being kept by foreman 
and timekeeper. Monthly reports should be furnished. Often 
they will be given by word of mouth; if so they should be 
recorded in writing at once over the foreman’s signature. Fol- 
lowing will serve as an illustration, but, of course, it must be 
made to fit the conditions. 
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BLANK LOGGING COMPANY 


Foreman’s report for the month of » Bhan 
Camp Noe rccsseoue SOC. seeaeneee LWP sneeesee RAMZE sesevreee LOG DAMA croeerree 





Falling and Bucking: 


Trees Logs Average Feet 
Fir 
Spruce 
Cedar 
Hemlock 
Total 


Rigging: 


Hauled to Landing: 
Logs Feet 
Fir 
Spruce 
Cedar 
Hemlock 
Total 


Road (skid or rail) 
Remarks 





Foreman 


The record of labor should be kept in a timebook covering a 
month, as below. Besides the time worked, it gives information 
of meals and wanigan—merchandise—furnished the men. 
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MONTHLY TIME BOOK 








Name 
Occupation 





Rate per day 











Hours 
x denotes 
full day 


Meals 
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The following to be figured by timekeeper and checked by 
bookkeeper at main office. 


Total time worked $ 
Total meals $ 
Total wanigan $ 


When a man quits or is discharged he must go to the main 
office for his pay, and he is given a time-slip with record of time, 
etc., for the present month. The logger does not draw his pay 
every month, but only when he comes to town. The time-slip 
is sometimes used as a negotiable paper, a bad idea for various 
reasons. The following are time-slips, the latter one being of 
the negotiable variety : 


BLANK LOGGING COMPANY 


Name 








has worked as 
Date quit AYS Derresvrsanesnnrnme Per day. 
Charge him with: 

nanan ays’ DOAT Cerone 
Wanigan $ 








Due him $ 





Foreman 
or Timekeeper 

















) | nn : | nen 
BLANK LOGGING COMPANY 
Name Pay to 
LOT ceeerrerreeereere GAYS’ WOPK @ecresescersrrnenee $ 
Labor $ Less: 
Board $ 
Less: Wanigan S 
Board $ Other charges $ 
Wanigan $ 
Due him $ 
Total due 
Superintendent. 
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Orders for merchandise for camp—repairs, food, wanigan— 
should be made out in duplicate and checked when goods arrive. 


SYSTEM OF ACCOUNTS AT MAIN OFFICE 


When timber is bought, it is charged to an account called 
“Standing timber on Sec. mn, TWP. snnmmy RANE wenn” From 
the cruiser’s report we have ascertained the anticipated cut. 
Divide this into the cost, and we have the cost per unit of the 
“stumpage,” as the raw material is called. Write the average 
cost at head of account for reference. 

On the receipt of foreman’s monthly report, charge the brand 
account, and credit the standing timber account with amount 
branded. Arrange account so that it will show amount of feet 
branded also. It is clear that balance of standing timber account 
will show the book value of timber standing. If account shows 
a credit balance, this would show that cruiser’s estimate was 
low; while if there be a debit balance after all timber is cut 
and branded, it is evident that it was too high. 

When all the timber is cut the standing timber account should 
be closed, carrying the balance to profit and loss as “gain resp. 
loss on stumpage.” The denuded land is, perhaps of some value, 
but this was not considered in the purchase; however, a record 
of it should be kept, perhaps by opening a “one dollar” account 
called “logged-off land,” with description. When sold, close the 
account, carrying the profit to profit and loss account. The 
proposition of selling logged-off land is not popular with the 
companies so long as there is logging going on in the neighbor- 
hood, because of the increased fire danger, the shutting off of 
access to water, the danger of logs damaging the waterfront 
belonging to the buying farmer, in which case the logger may 
be liable for damages, and for other reasons. 

The necessary books will be: 

Ledger ; 
Pay-roll ; 

Log sales record; 
Cashbook ; 
Journal ; 


the two latter may be combined in one cash-journal. 
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Ledger: There will be few accounts receivable ; if the accounts 
payable are numerous, it may be advisable to keep a controlled 
accounts payable ledger. 


Pay-Roll: A separate book is kept for each camp; open con- 
trolling account in ledger for each: “pay-roll payable.” Bound 
book, 17x14, columnized. Enter from time book monthly, and 
from time slips as they come in: cash from cashbook, other 
credits and other charges from the journal. For distribution of 
labor to suit conditions, if diverse, it may be advisable to have 
separate book. 


Log Sales Record: Bound book 17x14. Logs are delivered 
to buyer through boom company which sends report when raft is 
delivered ; enter number of report and name of buyer when report 
is received. When scaled and graded, buyer sends credit memo- 
randum, deducting boom charges, which buyer pays. Fill in the 
entry when this credit memorandum is received, keeping a record 
of boom charges for reference. Enter in the ledger amount of 
feet when crediting the proper brands. 


Cash-Journal: Bound book, 17x14. It may be divided into 
cashbook or cheque register and journal—columnized. 


Closing: Owing to the extreme difficulty of taking inventory 
of the logs scattered perhaps over miles of difficult river front, 
it is deemed best to close the books only once a year, choosing 
the time when inventory is lightest. When inventory is taken, 
a complete statement, including operation, sales, profit and loss 
and a balance sheet should be prepared. Schedule 2 will serve 
as an illustration. Prepare similar statements for each camp, 
and a summary statement of them all. 
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ACCOUNTS FOR BALANCE SHEET 


ASSETS : 
Current : 
Petty cash; 
Bank ; 
Accounts receivable ; 
Inventories : 
Logs in wood, 
Logs in water, 
Cook house, 
Wanigan ; 
Fixed: 
Standing timber (subdivided) 
Equipment (subdivided) 
Camps (subdivided) 
Skidroads (subdivided) 
Railroads, main lines; 
branch lines; 
Office fixtures ; 
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LIABILITIES : 
Current: 

Payroll payable ; 

Accounts payable ; 

Notes payable ; 


Fixed: 
Bonds payable; 


Proprietorship : 
Reserves ; 
Capital stock; 
Surplus. 
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Schedule J. 
TIMBER CRUISER’S FIELD BOOK. 
Sec. Twp. Range 




































































































































































Topographic sketch Timber estimate 
F 
Ss 
: | | | 
| | | | i 
H 
F 
|_| | | | | s 
| | | | H 
H 
F 
& | | | s 
|_| | | | 4 
H 
e | 
| | ae | 7 | s 
Cc 
| | | | H | 
Total timber Land value and grade 
- Live | Dead Value Sub-division Grade |Valueper A. || 
Timber | stan’g stan’g Down perM. NE NEX 3 
Pir NW% NE 
Spruce SW% NE 
Cedar _ ae % NE ¥ | 
Hemlock NW Aw 
SW% NW% 
—-— SE % NW% 
Num- | Ave. | Ave. NE% SW 
- ber | length | diam. NWK% SW % 
Fir piles SW% SW% 
Cedar tel. poles SE% SW 
_R. ties __ 2 os NW% SE X% 
Percentages of grades of logs SW SE % 
eat Fir__| Spruce | Cedar | SE % SE % —— 
No. 1, First class Grade: 
No.2, M’ch’nt’ble Poresing, se. : 
J . irazing, No. 
ae No value, No. 3 
Remarks: 


Full particulars as to improvements, occupants, indications of coal or 
other minerals or stone, water power, character of surface, or other 
information affecting the value of the land; also trespasses, if any. 


Logging conditions: Asst. Cruiser 





Compassman 





Character of timber: 


Fir: I CERTIFY that the foregoing 
report is correct. 
Spruce: 


Cedar: Date 





Hemlock: Cruiser 
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Schedule IT. 
BLANK LOGGING CO. 


Statement of operation for the year 1912. 





Camp No. 1. Brand CCr. (Cruiser’s estimate, 60,000,000 feet.) 


Clearing, written off 26034/60,000 .........0.6. 
Skid roads, written off same /~ Ww Sin Ouesie 
Falling and bucking “2S | Saar 
DE Doctinn .ckdnewa cease deepsea o60'- $17,108 74 
Ey | Dcheekeesidednteecdenacecancee 538 83 
PeennG8. OE BE Bh. 66.06d0cctcccssdecececcs 
DT éi-ebehbistedcidctuheboness bens 36,547 26 
Se MD @OE vccceediessaee<d0eee 3,458 83 
RES EEC Seen 4,845 68 
OEE GUNNE bbc. d ccc ccs ccceecssesescccss 
Total cost of legging.....cccceess 
Stumpage — 26.034 M ft. @ 2.63......-.e-00- 
BOO Cast GE BGR. cc cccsccccccscnosess 
Cook house 
Inventory, January 1, 1912......+. + $250 00 
DO cicdcecdbneennsdacdedececeee 3,533 80 
PUPOMRORE coccocccccncecececeseses 12,245 31 
BONES cncccvccsccesccccecesssece ce $15,230 53 
Inventory, December 31, 1912...... 300 00 
DE - nie ieee ebeseWeeba ee eo 498 58 
PUGER ciccccceccesesctccecceseses ce 


per 1000 ft. 














$1,053 36 -04. 
12,583 81 -48.3 
17,647 57 -67.7 
44,851 57 1.76.8 
903 81 03.6 
77,040 12 3.00.4 
68,469 76 2.63 
$145,509 88 5-63.4 
Wanigan 
$150 00 
1.215 75 
1.315 50 
155 00 
104 75 





$16,029 11 $16,029 11 


$1,470 50 $1,470 50 








SALES ACCOUNT 
SRAND CCr 








és. 

Inventory, January 1, 1912 $000,000 oo 

In wood ..... ° 

In water ..... ° 

, Amount 
Coed G6 BRe ccc ccccsccccs 26,034,000 145,509 88 
26,034,000 $145,509 88 
less 


Inventory, December 31, 1912: 
In wood 666,000 ft.* 2,229 10** 
In water 2.318,000 ft.¢ 13,059 61 2,984,000 15,288 71 








Cet OE GONG BION 60 ccc scctaccsesne 23.050,000 $130,221 17 
DE ipkchpeneaseebeeeeseeeeeeee 6 

Ch  - nade enbaheeeeeseubee 6 90,307 

Gross profit ....ccsccccccccccccccs 53,096 76 


23.140,307 $183,317 93 





23.140,307 $183,317 93 


23-140,307 $183,317 93 








*Falling and bucking 26,034 **Value as follows: 





Rigging .cccccccces 25,368 eee 
Falling and bucking *. 7 
666 M Stumpage ......... 2.63 








Prepare similar statement for all camps and brands, and 
including all. 
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finally a summary 














Logging in Western Washington 


PROFIT AND LOSS ACCOUNT 














Gross profit as per summary........... pacbingneweatnled ea ania $113,939 68 
ee TD: OE SP III, 0k. 6 5 6 00-00d0de gandandscdcasdanbens $1,144 14 
Wanigan as per summary ........++++-- oe 6600800 e 302 91 
Landing, labor ........ ee eccccscccccces (ndceheeeevenseuame 2,217 20 
Depreciation, machinery and equipment........... 5600te0ee 9,715 95 
Salaries ..... $5080 65k 60detibbi0seebesadsaworiaaeudunek 10,000 00 
CEOS GUPSRSES co ccccccecdscoccccssecees peencsmieanankees 2,527 50 
SEMGTY GUPOMSGS cccccccccecccvcescccsce pn0eeesnneesees ° 712 49 
Imterest ..cccccccccccccccccccccccccccscscsccessccsscesess 6,000 00 
Balance, being net profit .......... jobsenesdanedsneeswenus 81,925 31 
114,242 59 114,242 59 
DISPOSITION OF NET PROFIT 
Net profit, brought GowRsccccccccccccccccccscccceses + owe 81,925 31 
Reserve for redemption of bonds...........seeeeeseees ee 10,000 00 
Divides ccccccccveces coerce cccccccecsesescecccccecs ces 30,000 00 
Balance, being unappropriated profits to surplus account..... 41,925 31 
81,925 31 81,925 31 
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EDITORIAL 
Recruits Wanted 


During the first few months of every year accountants are 
brought face to face with the fact that there is not a sufficient 
number of qualified men to meet the requirements of the account- 
ing firms, great and small, for the mass of work which is then 
to be done. There is seldom a time in the year when the demand 
for good men does not exceed the supply, but in the opening 
months the shortage is more keenly felt than during the later 
part of the year when work is more evenly distributed. The 
discouraging feature of the case is that the deficiency instead of 
decreasing becomes greater year by year. 

Many causes conduce to augment the difficulty of securing 
recruits for accounting offices. In the first place the expansion 
of the scope of public accounting and the constantly increasing 
demand for the services of accountants in every field call for 
more men in the January of each year than were required at 
the first of the year preceding. In the second place—and this 
we believe is responsible more than any other one cause for the 
dearth of men—is the attraction which draws young men of 
promise to the sphere of private and corporate accounting. The 
general spread of the movement toward efficiency and the result- 
ant readiness to pay large salaries for men of ability seem to 
offer a quicker road to success than is presented by the profes- 
sional practice of accountancy. Ultimately, of course, the pro- 
fessional accountant overtakes and generally passes his neighbor 
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in the more restricted field of private employment, but it is a 
difficult matter to induce the young man to look beyond the 
immediate future when the allurement of early success is present. 
Another most important cause of the scarcity of men is the 
novelty of the accounting profession and the lack of general 
knowledge as to what it is and what it offers. 

Whatever the cause may be it is with the fact that we are 
concerned. The simple truth of the matter is that there are 
not enough good men to do the work that must be done. What 
is the remedy? What can be done to attract the right kind of 
men to public accounting? 

There have been efforts to overcome the difficulty by a better 
distribution of work with the idea of avoiding the pressure of 
January, February and March; and a certain amount of success 
has attended these efforts; but even were there an absolutely 
even distribution of work there would still be a scarcity of men. 
This is made evident by the fact that there is generally an open- 
ing for a well qualified accountant even in the quietest period 
of the year. The problem of scarcity must therefore be solved 
in some other way. 

A survey of the lists of students in accountancy at the various 
schools and colleges which have sprung into existence of 
late years would indicate to the casual observer that there 
was coming forward an enormous body of recruits. There 
are thousands and tens of thousands studying accounting in the 
many schools, both resident and by correspondence, and yet out 
of those tens of thousands there are only scores who enter the 
field of the public accountant. Most of the students complete 
their course of study; many receive degrees. What becomes of 
them? What diverts them from the profession to which their 
education seemed to lead? 

Undoubtedly large numbers find their way into the offices of 
firms and corporations where if they are of ability they are 
speedily rewarded by increases in salary which are too attractive 
to permit their breaking away and entering professional activ- 
ities. But even making allowance for all the men who are thus 
drawn into private accounting, there still remains an enormous 
number of students whose energies must ultimately be employed 
in affairs unconnected with accounting. There is a most laud- 
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able desire on the part of many young men to grasp fully all 
details of business management so that when their time comes 
to enter into the actual business of life they will be equipped 
with some knowledge of every part of that business; and we 
believe that this is the answer to the question: “What becomes 
of the students who take courses in accounting?” Only a few 
seem to do so with the idea of making accounting their life work. 

Something should be done to place before accounting students 
the actual attractions which public accounting has to offer. 
Instructors in these schools would do a vast service to the 
business community, to the accounting profession, and above all 
to their students, if they would make clear to them the opening 
which exists in every populous part of the country for the truly 
qualified accountant. Accounting organizations could do much 
if they would present the facts to the consideration of students. 
There is no danger of overloading the market if the quality is 
of a high standard. The number of recruits can be multiplied 
and still be short of future needs. 

In that era of phenomenal prosperity which the great war 
will probably bequeath to this country the difficulty of obtaining 
men of the proper quality will be far greater than it is at present. 

The outlook is not bright. The accounting profession may 
be considered twenty-five years old in this country. The entire 
number of accountants qualified to do the work which is gener- 
ally assigned to senior men certainly does not exceed five thou- 
sand; and the increases in numbers during the past four or five 
years have been less, proportionately and actually, than they 
were in the earlier years of professional development. 





Ability Guaranteed 


In the course of an article by C. E. Knoeppel appearing else- 
where in this number of THE JoURNAL OF ACCOUNTANCY occurs 
the following sentence: “It is to be regretted that there is not 
a society to determine the merits of accountants and efficiency 
engineers.” 

No doubt the author of this remark intended it to exaggerate 
a requirement, but at the same time there is a sufficient amount 
of truth in the statement to call for consideration. There is 
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nothing new in the idea that the various professional organiza- 
tions should exercise so complete a supervision that they would 
be in a position practically to guarantee the ability of their 
members. It is entirely Utopian, but none the less charming 
as an ideal. How simple would be the entire question of honesty, 
integrity and ability if all organizations of a professional char- 
acter were in a position to say: “These men are members of our 
corps and therefore must be above question.” 

The idea of this general voucher of merit is extensively used 
by some of the most blatant advertisers of accounting courses. 
Literature—if it be not libelous to characterize such productions 
as literature—is being circulated which claims that every student 
taking the courses in question must succeed. This of course is 
sheer dishonesty and misrepresentation, and we feel that the laws 
of the states from which such advertising emanates should deal 
with the offenders. 

But is it any more likely that an organization of professional 
men could guarantee the efficiency of all its members than that 
a school could honestly guarantee success for its students? 

There is not the slightest doubt in the world that Mr. Knoeppel 
understands the extravagant nature of his expressed wish; but 
there are people who seem to feel that there should be some 
way in which a guarantee of merit could be made by professional 
organizations. If an accountant, an engineer, an architect, a 
lawyer or any other professional man is guilty of an act discred- 
itable to his profession we instantly hear the question—‘“Has he 
been disciplined by his national organization?” 

The answer, unfortunately, in nine cases out of ten, is nega- 
tive. It is an undeniable truth that all the national organizations 
of professional men have been lax in their administration of 
disciplinary powers, and for this reason it is possible to find 
in the ranks of every one men whose membership is a source 
of weakness to the entire body. Of late years there has been 
a great improvement in the exercise of disciplinary authority 
particularly in the bar and medical associations. In some of 
the other professions the reluctance to make complaint against 
a fellow member and the tardiness in inflicting the penalty have 
militated against the raising of standards as high as they should 
be raised. 
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The American Association of Public Accountants has’ not 
been guiltless in this respect. There are matters before state 
societies (which are constituent members of the national organ- 
ization) that should not have been allowed to drag as long as 
they have done. When charges are made they should be instantly 
pressed and the accusations should be proved or disproved with- 
out delay. In the case of the American Association of Public 
Accountants a complex organization renders it more than usually 
difficult to discipline members who are guilty of unprofessional 
conduct, but it cannot be denied that something should be done 
to censure or expel any member who is proven guilty of any act 
which could be interpreted as discreditable, however strictly 
correct it might be in point of view of the common and statute 
law. 

The time has not come and probably never will come when 
an organization can vouch for the efficiency of all its members, 
but if all ethical and professional rules be enforced the time will 
certainly come shortly when the fact of membership will be 
prima facie evidence of high qualification. That will be as near 
as we shall ever come to the ideal of guaranteed ability. 





Bearing Fruit 


A bulletin issued by the National Association of Manufac- 
turers contains the interesting information that 


Mr. Frank Walsh, chairman of the late federal commission on indus- 
trial relations, has associated the labor members of that commission and 
eight other persons with himself, for the special purpose of securing 
legislation to carry into effect the recommendations made by the late 
commission to congress. This organization has located its headquarters 
in Washington and declares as a fundamental principle that social improve- 
ment depends upon giving labor combinations an unrestricted field of 
activity. To this end the committee proposes, among other things: 

To secure a constitutional amendment “prohibiting courts from declar- 
ing laws unconstitutional” ; 

To secure legislation directing the federal trade commission to hold 
employers guilty of “unfair competition” who refuse “to meet and deal 
with the authorized representatives of employees” or “who exploit labor” 
through long hours, low wages or improper conditions—the secretary of 
labor to be directed to prosecute such cases before the trade commission. 

To require that any military organization which may be established 
must be confined to national defense and may not be employed during 
industrial disorders. 
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Some of us have been wondering what benefit had accrued 
from the labors and examinations conducted by the federal com- 
mission on industrial relations. There have been skeptics who 
have had unkind things to say of this sapient commission. There 
have been other more kindly souls who have been content to 
forget that there ever was such a thing as a federal commission 
on industrial relations. Its labors have ceased and therefore it 
has been given decent burial in the minds of most Americans. 

But anyone who reads the foregoing extract from the bulletin 
of the National Association of Manufacturers will revise his 
estimation of the federal commission on industrial relations. It 
appears now that the result of the creation of that commission 
is quite as ridiculous as many people predicted from the first. 
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Epitep By JoHN B. Niven, C. P. A. 


The following are the rulings which have recently been issued by the 
treasury department. 


T. D. 2267, which provides that the only case where depreciation will 
be allowed as a deduction in arriving at the net income of a trust estate 
for income tax purposes is that of physical property, forming part of a 
trust estate, which the trustees are by the terms of the trust deed or a 
decree of court compelled to keep intact, which property suffers deprecia- 
tion through employment in business, and the amount deducted is applied 
or held for making good such depreciation. 

This is a very severe limitation of the right to deduct depreciation 
allowed by the statute and seems to exceed the bounds of equity and 
justice if not the terms of the law itself. The position taken by the 
department with regard to depreciation on securities and similar invest- 
ments is well known and need not again be referred to here. But it 
now seems from this ruling that in respect of physical property except 
where it is actually used in business and irrespective whether the interests 
in the trust funds are held by a life-tenant and a remainderman, a life- 
tenant with a postponed or contingent right in the fee, or in any other 
form known to law, no deduction whatever will be allowed for deprecia- 
tion in arriving at the net divisible income for income tax purposes. 
Even that the amount has been actually applied or held for making 
good the depreciation seems to make no difference. In the case of trustees 
who are compelled, under the terms of the trust deed or otherwise, to 
keep intact, and do so by means of a depreciation reserve, the corpus of 
the trust estate, they will, unless the physical property is used for pur- 
poses of business, be in a difficult position. They, of course, may pay the 
tax out of their own pockets, but if not, they must do one of two things, 
both of which are ultra vires, that is, they must take the amount of the 
tax out of the corpus of the estate, or deduct it from the amount payable 
to the life-tenant. 

T. D. 2274, which defines the position of the department with regard 
to cash and stock dividends paid by corporations out of their surplus 
created out of the earnings prior to March 1, 1913. This subject has been 
fully dealt with in the pages of THe JouRNAL oF ACCOUNTANCY in recent 
months and needs no further comment. 
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TREASURY RULINGS 
(T. D. 2267, November 5, 1915) 


Depreciation not allowed fiduciaries as a deduction from gross income in 
cases where no depreciation reserve is maintained, but the amount 
claimed as a deduction for depreciation is paid to the beneficiary as 
income. 


In the case of a trust estate where the terms of the will or trust or the 
decree of a court of competent jurisdiction provide for keeping the corpus 
of the estate intact and where physical property forming a part of the 
corpus of such estate has suffered depreciation through its employment in 
business this office will permit a deduction from gross income for the 
purpose of caring for this depreciation, where the deduction is applied or 
held by the fiduciary for making good such depreciation. No deprecia- 
tion deduction will be permitted by fiduciaries otherwise than as here 
provided. Fiduciaries should set forth in connection with their returns 
the provision of the will or trust or decree requiring such depreciation 
deduction where any exists, or that actual depreciation occurs, the amount 
thereof, and that the same has been or will be preserved and applied 
as such. 

The intent and purpose of this regulation is to deny to fiduciaries the 
right of claiming a deduction for depreciation in returns for the income 
tax of beneficiaries when, in fact, no depreciation reserve is established 
nor is authorized to be established, but the amount claimed as a deduction 
for depreciation is actually paid to the beneficiary as income. 

All amounts paid by fiduciaries to beneficiaries of trust estates from the 
income of such trust estates are held to be distributions of income and 
will be treated for income tax purposes in accordance with the provisions 
of the law and regulations applicable to the income of such beneficiaries. 

Nothing in this regulation shall be construed to deny the right of 
trustees to make deductions from gross income for expenses actually 
incurred for repairs and such other necessary expenses other than 
betterments as may be required to preserve the corpus of the estate in 
accordance with the facts, actual application, or reservation of the neces- 
sary amounts or proper provisions of the trust, the requirements of law, 
or the order of a court of competent jurisdiction. 


(T. D. 2274, December 22, 1915) 


Revision of T. D. 2163 of February 18, 1915, defining the taxable status of 
stock dividends paid on the capital stock from the current net earnings 
or established surplus created from the net earnings of corporations, 
joint-stock companies or associations, and insurance companies taxable 
upon their net income. 


Cash dividends or their equivalent paid from the net earnings or the 
established surplus or undivided profits of corporations, joint-stock com- 
panies or associations, and insurance companies, if declared and paid on 
or after March 1, 1913, constitute taxable income in the hands of share- 
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holders or beneficiaries when received, and should be returned when the 
total net income of any individual is in excess of $20,000, inclusive of such 
dividends, and the additional tax should be paid thereon as on income 
for the year in which such dividends were received, without regard to the 
period in which the profits or surplus were earned or the period during 
which they were carried as surplus or undivided profits in the treasury or 
on the books of the corporations, etc. 

Stock dividends paid from the net earnings or the established surplus 
or undivided profits of corporations, joint-stock companies or associations, 
and insurance companies, are held to be the equivalent of cash, and to 
constitute taxable income under the same conditions as cash dividends. 

T. D. 2163 of February 18, 1915, is hereby revised, and all rulings or 
parts of rulings heretofore made which are in conflict herewith are hereby 
revoked. 





Minnesota State Board of Accountancy 


The governor of Minnesota has appointed Nathaniel B. Hinckley, 
C. P. A., of St. Paul, to succeed himself as a member of the state board of 
accountancy. Mr. Hinckley’s new term will expire in January, 1919. 





George G. Scott and D. H. McCullough announce that Walter Charnley 
has become associated with them under the firm name of Scott, McCul- 
lough & Charnley, certified public accountants, with offices at 201 Realty 
Building, Charlotte, North Carolina. 


C. M. Williams & Company and Smith, Robertson & Moorhouse, certi- 
fied public accountants, announce the consolidation of their practices with- 
out a change of firm names. The offices of the consolidated firms will 
be in the Henry Building, Seattle, Washington. 


A. P. Ward, L. G. Fisher, C. P. A., H. L. Carpenter, C. P. A., and 
A. L. Philbrick, C. P. A., announce that they have associated under the 
firm name of Ward, Fisher, Carpenter & Philbrick, with offices at 535 
Grosvenor building, Providence, Rhode Island. 


Wiott W. Rankin, C. P. A. (Missouri), and Dugald P. McAlpine 
announce the formation of a partnership under the firm name of Rankin 
& McAlpine with offices at 706 Trust Building, Dallas, Texas. 


Whittlesey & Myer, certified public accountants, announce the removal 
of their office from 7 East Forty-second Street to 55 Liberty Street, 
New York. 
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Epitep By SEyMouR WALTON, C. P. A. 
ACCOUNTANTS AS RECEIVERS 


Apropos of the excellent article by Willard P. Barrows on the sub- 
ject of receiverships in THE JouRNAL or AccouNTANCY for January and 
the editorial suggestion that accountants are the persons best fitted to 
act as receivers, it would be interesting to compare the results of the 
work of such accountants as have been appointed receivers with the record 
of business men, lawyers or trust companies acting in a similar capacity. 
There is very little doubt that the comparison would prove that account- 
ants have executed their trusts with greater efficiency, economy and dis- 
patch than any other class of receivers. 

A conspicuous example of this is the record made by the late John 
J. Williams, C. P. A., of the firm of Wilkinson, Reckitt & Williams, who 
was appointed receiver of a large wholesale house in Chicago several years 
ago. In spite of the fact that there were a number of very perplexing 
complications, Mr. Williams wound up the business in an astonishingly 
short time, realized more on the assets than any one had believed possible, 
and accomplished the work with the very minimum of expense. He estab- 
lished a record for efficiency and economy that had never been equalled 
in the courts of Cook County. 

An example of an opposite character was furnished by a lawyer in 
active practice who was appointed receiver for a building and loan asso- 
ciation. It took him over three years to wind it up, during which time, 
in addition to a very large fee for his services, he charged as expenses 
of the receivership the entire rent of his office, the salary of his clerk 
and all his incidental expenses, such as towel supply and the daily Law 
Bulletin. Although he was himself a lawyer, he paid over $10,000 to 
another lawyer as consulting counsel. All these items were detailed in 
his report to the court, and were passed without comment, probably on 
account of professional courtesy. The result was that the expenses of 
the receivership were more than three-quarters of all the money realized, 
and the members of the association received a mere pittance as liquidating 
dividends. 

If examples of the good work done by certified public accountants as 
receivers were collated, with examples of that which characterized other 
persons acting in the same capacity, and incorporated in a bulletin of the 
American Association of Public Accountants, it might be possible to create 
a public sentiment in favor of the appointment of accountants as receivers, 
adding greatly to the prestige of the profession. 


145 





; 

| 
| 
! | 
H | 











The Journal of Accountancy 


MUNICIPAL OWNERSHIP OF Pustic UTILITIES 


When a city undertakes to manage any public utility, the city officials 
are always anxious to justify the purchase of the plant by showing that 
it has made a more or less handsome profit. The result is that they make 
financial statements which may be true from a receipts and disbursements 
standpoint, but are entirely misleading, and would not be accepted at all 
from a private corporation carrying on the same kind of an enterprise. 
Because the city issues the bonds with which the plant was bought or 
built, no attention is paid to bond interest in the profit and loss statement, 
and many other items are ignored, especially depreciation, which must be 
charged against profits in a privately owned concern. In comparing the 
results of a plant owned by a city and one owned by a private corporation, 
these items must be taken into consideration. 

The report of the commissioner of public works of a small southern 
city is a fair example of how such statements are compiled so as to allow 
the commissioner to boast of the favorable results of his management of 
the gas plant that has apparently been unloaded on the city by the com- 
pany that owned it. He says: 

“I think that it can be readily seen that the ultimate benefit to accrue 
to the city through this particular utility cannot at this time be accurately 
or even approximately estimated. At least another year will be required 
satisfactorily to determine that fact; it is however my judgment that when 
the citizens of this city declared themselves in favor of a municipal gas 
plant, they did wisely. 

“T believe it pertinent to state that gas is being furnished to the citizens 
of this city at a lower rate than any other city or town in this state, and 
that a very few cities, if any, in the United States outside of the natural 
gas districts and of the size of this city are furnished gas at a lower price 
or of a better quality.” 

The financial report follows: 

CoNDENSED GENERAL BALANCE SHEET AS OF OcToserR 31, 1915. 


Assets 

Fixed assets: 
ES 6 i di cWanenuscnase tenons 68,144.84 
rad Sa oe eee edna ne eee aa 5,162.54 
‘Trunk lines and mains (original contract).. 49,445.05 
Extensions of trunk lines and mains........ 8,462.23 
Additions and improvements................ 1,161.11 
I ar ah Satan Aan em cok. ay biel 5,684. 33 
RRS st Ser ere ee aae pst reer ere 11,563.56 
EE pov cccsocevesseeeednbskies 550.00 
PE: ts 0s. 6 cea peseeeie bow uess 127.50 
Street lighting system............csseceeees 505.70 $150,806.86 

Current assets: 

I eles ie. rag Cea aba tale whee es 1,562.01 
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Accounts receivable: 














a ae Re 414.72 
Cie SN is garni + edsorecin 1,378.37 
Services (due from property owners)...... 897 .96 
so cack Sik see alae ens Ri 1,705.10 
City (maintenance street lighting).......... 562.78 
Materials and supplies (storeroom).......... 118.90 
PU I 06.06.00 dns bcntecnssecseecas 965.41 7,605 .25 
TN oiniininttnssssttivenesenkedaneneah $158,412.11 
Capital liabilities: Liabilities 
IIE. as dacs cc ene sckasuercnbenusame 148,000.00 
Current liabilities : 
pg ree re errr 1,863 .03 
SIS ix. 4.050u ccctucesacancea 664.54 
Reserve accounts: 
Premium on bonds (less bond expense).... 3,436.11 
Interest on bonds (included in sale)........ 1,332.00 
POE aks d bad nn'n 4hn64hibb hue doisds0sdebeoense 3,116.43 $158,412.01 
Detailed operating expense for year ending October 31 
Gas production: 
Labor at plant and office expense.. 1,500.67 
Materials purchased.............. 5,938.33 
ee i PR er rer 965.41 4,972.92 
Maintenance of building and apparatus, in- 
cluding insurance, 3 years................ 445 .87 
Distribution : 
Maintenance of mains, services and meters 356.56 
TA. 6 Skinnssccdaceucdesesceessnasees 262.72 
OD  cncntececcndssdsasubeuniens 267 .44 7,806.18 
Ges sete: Detailed operating revenue 
CD oe nin ons snnennasiesaaaeniadiaetiaenen 8,453.36 
Due from customers October sales.......... 414.72 
Due from city, maintenance street lighting.. 480.25 
Gas furnished for municipal purposes...... 1,378 . 37 10,726.70 
Miscellaneous receipts .........sccccccseceees 195.91 
$10,922.61 
Profit and loss ie 
Total operating revenue (above)............ 10,922.61 
Total Operating CXDENSE. ...ccccceccccsccosccs 7,806.18 
Balance, net profit one year.................. 3,116.43 
$10,922.61 $10,922.61 
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An analysis of these statements discovers some very important omis- 
sions. No attention is paid to the interest on the bonds, which was prob- 
ably 6%, since the bonds were sold at a premium. This would amount to 
$8,880.00, against which there is a credit in a so-called reserve of $1,332.00 
received on the sale, or a net deduction from operating revenue of 
$7,548.00, provided the next coupons are due November 1, and there is 
no interest accrued. 

There is no allowance for depreciation of plant, mains, services and 
meters. The charges for maintenance of these properties are very small, 
leading to the suspicion that they are not being kept up to the standard 
of full efficiency. Even if that point is waived, there is no doubt of the 
necessity for proper reserves for depreciation. Allowing the plant a life 
of twenty years and the mains, services and meters a life of ten years, 
there should be charged in the operating expense $10,838.86 for deprecia- 
tion. Doubling the expected life would still leave a charge of $5,419.43, 
which is unquestionably inadequate. 

The operating revenue is credited with the gas furnished to the city, 
but the operating expenses do not include any water obtained from the 
city, unless it is included in “materials purchased.” Often in such cases 
the workmen employed by the city are utilized by the gas department 
in digging the trenches for the mains and services and their labor is not 
considered because the gas department does not actually pay them. 

On the other hand, there is a small item for which the commissioner 
has not taken credit, since he has charged operating expense with the 
whole of the insurance paid for three years and pays no attention to 
the fact that only one-third of it is a proper charge against the current 
year. 

An important item that the commissioner would naturally leave out 
is taxes, since the city would not pay any. This is a legitimate saving 
on the part of a municipally owned plant, but it would have to receive 
consideration in comparing results with those of a privately owned 
enterprise. 

With a proper system of accounting it would be easily seen that the 
ownership of the gas plant entails a heavy annual loss on the city instead 
of the profit which the commissioner claims. 

These remarks are not to be construed into an argument against 
municipal ownership. They are intended only to show that a city should 
use proper accounting methods in exhibiting the results of municipal 
management of public utilities, leaving it to the taxpayers to determine 
whether or not they are satisfied with the results obtained. 

There is one statement made by the commissioner in the body of his 
report that it is difficult to understand: 

“It will also be remembered that I stated that a certain amount should 
be added to the bond issue with which to take care of interest on the 
investment during the first three years, this being in accordance with the 
judgment of capable gas engineers.” 

If this was done, it means that $26,640.00 was added to the bond issue, 
with the proceeds of which interest for the first three years was to be paid. 
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As there is nothing said about what became of this money, it is possible 
that the recommendation was not adopted. . If the money was received and 
turned over to the city to cover the interest, it must have been charged to 
plant and property, which, of course, is absolutely wrong. 


SINKING Funps. 


Editor, Students’ Department: 


Sir: In order to settle a friendly dispute as to the proper method of 
handling sinking fund accounts, I shall appreciate it if you will answer 
the following questions through the columns of THE JoURNAL: 

Is it essential that sinking fund should be in accord with the 
reserve account, if such be set up? 

Should interest accrued at the time of purchase be considered an 
element of the cost of the bonds canceled or kept alive in sinking fund? 
I am of the opinion that it is not part of the cost of the investment. 

3. A corporation has leased two properties, A and B. Both leases 
provide that the lessee shall pay each year the amount of the sinking 
fund as required by the mortgages, and further specify that such pay- 
ments shail constitute an indebtedness of the lessors to the lessee. The 
bonds of company A are canceled and those of company B are held in 
a sinking fund. The lease of company B provides also that the lessee 
shall be credited for accumulated interest on bonds in sinking fund. 

(a) Should not the sinking fund accounts be kept on the books 
of A and B? 

(b) What entries would you make for the following transactions : 

“A” buys 10 bonds at a discount of $500 with accrued interest $200. 

“B” buys 5 bonds at a premium of $100 with accrued interest $50. 

4. Should “A” be reimbursed for accrued interest? 

5. Should “B” charge lessee for accrued interest? 

Thanking you in advance for your kind consideration of the fore- 
going, I am 

Very respectfully yours, 

Indianapolis, Indiana. E. J. MEUNIER. 


1. There is not the slightest connection between a sinking fund and 
any reserve account. This subject has been thoroughly discussed in THE 
JouRNAL oF ACCOUNTANCY recently. 

2. Accrued interest is never part of the cost of a bond. It must be 
charged to interest, to be offset later when a coupon is collected and 
credited to interest. If the bond is bought for and charged to the sinking 
fund, the accrued interest is charged and the coupon credited to sinking 
fund interest. 

3. Whoever drew up the mortgage for company A did not know what 
a sinking fund is. If the bonds of that company are canceled, no sinking 
fund has been created at all. When canceled, they are charged directly to 
the bond or mortgage account and not to sinking fund. 

A sinking fund must always consist of bonds that are not canceled 
and dead, but that are still alive and active. The interest collected on them 
is part of the fund and must be left in it until enough money is ac- 
cumulated from that source to allow the purchase of another bond. The 
idea of increase by compound interest is an essential feature of a sinking 
fund. 
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(a) The books of A should show the redemption of the bonds and 
the charge to bond account. The books of B should contain accounts with 
sinking fund investments, sinking fund cash and sinking fund interest. 

(b) On A’s books the entries would be 


Bonds 10,000.00 
Bond interest 200.00 
To surplus 500.00 
Cash 9,700.00 


Ten bonds of $1,000 each bought at 
95 and accrued interest. 


On B’s books an account could be opened with premium on bonds for 
$100, or the bonds could be charged to sinking fund investments as 
$5,100.00, the premium to be absorbed by amortization over the time the 
bonds have still to run. As the amount is comparatively small, and as 
there is no need of keeping track of the real earnings, as there might be 
in an ordinary investment, the practical method would be to charge the 
premium off at once to sinking fund interest. The entries would be: 


Sinking fund investment 5,000.00 
Sinking fund interest 100.00 
To record purchase of 5 bonds at 
$1,000 each at 102 
Sinking fund interest 50.00 
Accrued interest on above bonds 
To cash 5,150.00 


4. There is no one from whom A could claim reimbursement for the 
accrued interest. A owed for the bonds and for all the interest on them. 
The company is merely paying its debts. 
5. The lessee is not responsible for the interest paid by B. He holds 
a claim against B for the face of the debt and for all the interest on it. 
The case is exactly similar to that of a merchant giving a creditor a note 
with interest from date. If the merchant took up the note he would 
have to pay not only the face of the note but also all the interest accrued 
on it; but he would not imagine that he could charge the interest to his 
creditors. ) 
SINKING FuNDs AND DEPRECIATION 


Editor, Students’ Department: 

Sir: The following question, on which there is a difference of opinion, 
I respectfully refer to you with the request that you advise me as to 
the proper method to follow. 

The case is that of a municipality which has just purchased the hold- 
ings of the water company that supplied the city, and the question is | 
should the provision for depreciation and the reserve for depreciation 
account be discontinued? 

A contends that the sinking fund, which has been established to provide 
for the redemption of the bonds, makes the depreciation reserve unneces- 
sary. He says that at the expiration of the life of the bonds, the plant 
will belong to the city and the city has given nothing in return as the 
water rents covered operating expenses and sinking fund payments. 
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B contends that the sinking fund relates to the bonds only and that 
the wearing out of the plant should be provided for in the form of a 
reserve. 

Thanking you in advance for your advice, I beg to remain 

Respectfully yours, 
SUBSCRIBER. 


Wildwood, New Jersey. 


The difference of opinion is probably not a real difference at all, but 
arises from A’s unscientific method of treating the sinking fund. He 
probably intends that it shall be charged against operating profits as an 
expense of the business, the offsetting credit being to reserve for sinking 
fund. This is no longer considered good accounting, as has been demon- 
strated many times in THE JouRNAL oF AccounTANCY. A mere exchange 
of cash for good bonds is not an operating expense, nor any other kind 
of expense or loss. 

B’s contention is correct that the wearing out of the plant should be 
provided for in the form of a reserve. He should, however, go further 
and show that the setting up of a reserve for depreciation necessitates the 
leaving in the business of an equal amount of cash or its equivalent. If 
no depreciation is charged, the net profits of the waterworks would neces- 
sarily be on hand in money, since those profits would be the difference 
between the receipts of cash and the disbursements of cash, cash being 
understood to mean actual money or accounts that will eventually be re- 
ceived or paid in money. The money representing these profits would 
probably be turned into the general fund of the city. 

If depreciation on the plant is charged as an operating expense, as it 
unquestionably should be, the net operating profits are reduced to that 
extent, and there is less money to be turned over to the general fund as 
profits. But the charge for depreciation does not involve the payment 
of any money, since it is expressed by a journal entry only. Therefore, 
there is left in the possession of the water department a sum of money 
equal to the reserve for depreciation. This money is used to buy the 
bonds with which the sinking fund is established. As the sinking fund is 
increased by compound interest, a much smaller contribution annually will 
be needed than would be expressed by dividing the total amount of the 
bonds by the number of years they have to run. On the supposition that 
the plant will last longer than the life of the bonds, the reserve for de- 
preciation would not be as large as the face of the bonds when they 
mature, the compound interest on the sinking fund taking care of the 
difference. The plant is always expected to outlast the bonds, otherwise 
it would not be adequate security for the bonds. 

When the bonds are paid off, depreciation still continues and the money 
represented by it will accumulate in the hands of the water department. 
If it is invested in good bonds, the city will be in the position of having 
on hand funds which will help to pay for a new plant, and thus be saved 
the necessity of issuing bonds to pay the full cost of the new plant. 

Depreciation is so manifestly a cost of the operations that cause a plant 
to deteriorate from wear and tear that it is difficult to understand how 
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any one could advocate its omission from the accounts. What A did not 
realize was that it is not the purchase of the bonds that is the operating 
expense, but that the real expense was depreciation of the plant, and that 
the charging of the depreciation, which is an accounting principle, fur- 
nished the money with which to pay the bonds, which is merely a financial 
arrangement, not involving any element of expense. 


PARTNERSHIP ADJUSTMENTS 


Editor, Students’ Department: 

Sir: The following point came up recently in a civil service examin- 
ation and several students of accounting are interested in it. Will you 
kindly give the solution and explanation of your method of solution? 

An individual has an established business with a net present worth of 
$4,000.00. He sells one-half interest in the business for $3,000.00 to B, 
who invests cash. In the civil service examination the excess price paid 
by B was to be charged to goodwill. What should the goodwill be? I 
am sending the leading solutions offered here. 


A 2,000.00 
(1) Goodwill 2,000.00 
Making the present worth of A $6,000.00 to agree with the sale price. 
A 3,000.00 
B 3,000.00 


Sale of one-half of business valued at $6,000.00 for cash. 
The above solution is offered on the theory that as he sells one-half 
the business the two partners should have equal capital in the business. 


(2) A 2,000 .00 
Goodwill 1,000.00 
B 3,000 . 00 


Explanation 


No. 2 is offered by certain accountants who claim that A capital should 
be no more than what the actual business is worth. 

(If this is true of A, why not of B, and allow B only $2,000.00 capital 
as follows?) 


(3) A 2,000 .00 
B 2,000 .00 
Explanation— 


Thanking you in advance for setting me right in this problem, I am 
Very truly yours, 
Guy Scupper. 
Boise, Idaho. 


It is impossible to answer your question, because the conditions of the 
problem are not correctly stated. A lot of people waste time discussing it 
and never reach an agreement, because each one puts his own con- 
struction of it into his answer. 

One view of it is that A sells an undivided half of $4,000.00 for 
$3,000.00. As the original capital belonged to A, he now transfers half 
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of it to B, and pockets the $3,000.00. Merely charge A, capital and credit 
B, capital $2,000.00. A thus gets his bonus in cash. 

Another view is that A receives $1,000.00 for the goodwill of the half 
interest that he sold. Charge goodwill, credit A, capitai $1,000.00 charge 
cash, credit B, capital $3.000.00. To equalize the capitals, charge A, capital 
and credit cash $2,000.00 which represents a partial reduction of capital 
and a cash bonus of $1,000.00, but A assumes half of the goodwill as an 
asset. 

A third view is that the entire goodwill is $2,000.00, all of which belongs 
to A, who established it. Charge goodwill, credit A, capital $2,000.00 
charge cash, credit B, capital $3,000.00. To equalize the capitals, charge A, 
capital, credit cash $3,000.00. A now receives a cash bonus of $2,000.00, 
but assumes half of the goodwill of $2,000.00 as an asset. 

The entries are so simple that they are not put into formal journal 
shape to save space. 

The flaw in each one of the answers given in the letter is that no dis- ° 
position of the cash paid by B is shown. 

The problem is not so much a test of accounting ability as it is an 
example of an unfair question. No hint is given as to the conditions of 
the purchase of the half interest, and we are obliged to assume them, with 
the inevitable result that different persons will make different assump- 
tions. As each assumption will require a different treatment, there may 
be several answers, and no one can tell which is the correct one. 


Stock WitH No Face VALUE 


Editor, The Journal of Accountancy: 


Sir: Please insert in your JouRNAL an explanation of the following: 
A corporation is formed with capital stock as hereunder: 

100 shares first pfd., par $100.00................ $10,000 .00 

200 shares second pfd., par $100.00.............. 20,000.00 

400 shares common, no par value. 
Make a balance sheet showing how you would show the common stock. 

Also how you would show it in the journal and ledger. 
Thanking you, 
Very truly, 
H. ALBERT. 

Philadelphia, Pennsylvania. 


This is an example of the method of treating the capital stock of a 
corporation that is attracting considerable attention. It would be well if it 
could be universally adopted, as was recommended by a recent report of 
the railways securities commission. It is a recognition of the fact that a 
certificate calling for so many shares of such a par value does not represent 
a fixed value of so many dollars. 

Clark on Corporations says: “When it is said that a person owns a 
certain number of shares of stock, it is meant that he has a right to share 
in the profits of the corporation, and in its property on disselution, after 
payment of its debts, in the proportion that the number of his shares bears 
to the whole capital stock.” 
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The person who thoroughly understands the true nature of stock, as 
thus stated, is not deceived by the practice of giving each share a nominal 
face value. Unfortunately, there are many others, including the tra- 
ditional widows and orphans, who do not understand it, and who can be 
easily led into believing that they are obtaining a great bargain by buying 
what purports to be $1,000.00 worth of stock for $600.00. They do not 
realize that if the net worth of the company is only forty per cent of its 
issued stock, they are paying $600.00 for what is really worth only $400.00. 

If stock certificates showed only the undivided interest of the holder 
in the net worth of the corporation, as a percentage, the capital stock and 
surplus accounts would be done away with on the ledger and on the balance 
sheet. They would be replaced by one account of net worth, or of capital. 
The amount of this single account would vary each time the books were 
closed. A note on the balance sheet of the number of certificates out- 
standing would afford a ready means of determining the book value of 
each unit of interest, or of participation, as it is sometimes called, by 
dividing the net worth by the number of shares. 

In the case cited by our correspondent, it must be assumed that all 
the dividends on the preferred stocks have been paid. The excess of the 
net worth above $30,000.00 would then belong to the common stock. If the 
total net worth were $80,000.00, the balance sheet would read: 


First preferred stock, 100 sh. 10,000.00 
Second preferred stock, 200 sh. 20,000.00 
Common stock, 400 sh. 50,000.00 


from which it would be readily seen that each share of common stock had 
a book value of $125.00. 

The only complication likely to arise from the absence of a par value 
for the common stock would be the determination whether the declara- 
tion of a dividend would act as an impairment of the capital of the 
corporation. It would probably be decided that the actual common stock 
below which it could not be reduced by dividends would be the amount 
which had been originally paid in by the common stockholders. As there 
is no par value of the common stock, any original payment by its sub- 
scribers would be in full, provided all paid the same rate. Even if less 
than one hundred dollars a share had been paid in, the stock would not 
have been sold at a discount. If the common stockholders in the case 
under consideration had paid in fifty dollars a share, the directors could 
not declare a dividend that would reduce the value of their holdings 
below that point. To convey this information to stockholders and creditors, 
it would be well to state the amount paid in per share, as a note on the 
balance sheet. 

Test BY DousLe ENTRY 


Mr. Seymour Walton, C.P.A.: 

Sir: The enclosed problem has come before my notice and I would 
be pleased to have you send me your solution to it and also your criticism 
of the same as a C. P.A. problem. 
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If desired you can use this in your Students’ Department of THE 
JournaL or AccounTANCY. It is my understanding that this problem 
was at some time previous given as a C. P. A. problem. 

Yours very truly, 
Los Angeles, California. MABEL VINCENT. 


You are asked to test the correctness of a set of books kept by single 
entry by applying the double entry system to the entries made. State 
what you would do without writing a new set of books. Take as a basis 
the following ledger accounts: 


John Doe 
Debit Credit 
1915 1915 
Jan. 2, Balance 1,000. Feb. 2, Cash 600.00 
20, Merchandise 500.00 2, Discount 12.00 
2, Returns 400 .00 
Richard Doe 
Debit Credit 
1905 1905 
Jan. 25, Fgt. charges 200.00 Jan. 20, Merchandise 2,000.00 
Feb. 2, Acceptance 1,500.00 


2, Mdse. returned 300.00 
REPLY 


While it is not necessary to write up a complete set of double entry 
books, it would be necessary to obtain the data that are essential to a 
double entry statement. This can be done on analysis paper by posting 
each entry to an appropriate column representing the account to which it 
would be posted in a double entry set. Where there are many items, such 
as sales, they can be run off on an adding machine and only the total 
posted to the credit of sales and debit of accounts receivable, and so on. 
From the figures thus obtained a complete profit and loss account may be 
prepared, and if a correct statement of condition is on hand for the be- 
ginning of the period, a trial balance and balance sheet can be made at 
the end, to prove the work on the sheets. 

It is assumed that a daybook and cashbook, or other records, have been 
kept in such a way as to make the necessary information available. 

In John Doe’s account there is evidently an error, as he is credited with 
the full cash payment of $600.00 and also with the cash discount. 
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What the Borrower Owes 


Editor, The Journal of Accountancy: 

Sir: I have read with much interest the article The Tyranny of the 
Engraver, by Mr. Arthur S. Little, that was published in the September 
Journat. If all of the principles laid down by the author are followed, 
many of those accepting them, I believe, would have their careers inter- 
rupted by a term of imprisonment. 

In his recapitulation “of some of the more important tenets of the 
controvertist school of investment accounting” he says, among other things, 
that “the purchaser invests what he pays out,” and that “the maker of 
the bonds is indebted for what has just been received.” Now, if I under- 
stand this last sentence, after taking into consideration what preceded it, 
it means this, that if a corporation sells a hundred-thousand dollar issue 
of bonds for ninety thousand dollars, the liability of the company is only 
ninety thousand dollars and the transaction would appear in the balance 
sheet immediately after the sale in this manner: 


Assets Liabilities 
DGD: éccesaenseeensen $90,000.00 Bonds payable........ $90,000.00 
errr 150,000.00 Capital stock.......... 150,000.00 
$240,000.00 $240,000.00 


Now let us suppose that the company has authority under its charter 
to sell stock up to two hundred thousand dollars, and that on the strength 
of the above balance sheet the directors sell the remaining fifty thousand 
dollars’ worth of the authorized capital. When the purchaser of this stock 
learns that the company had liabilities amounting to one hundred thou- 
sand dollars instead of ninety thousand, do you not think that he would 
be justified in suing the directors for fraud? It seems so to me, because 
they clearly knew that the company kad promised to pay the larger of the 
two amounts, and it appears to me to be nothing but misrepresentation 
to say that it is only liable for ninety thousand dollars. 

In another part of the article the author writes that, “it is my firm 
conviction that modern accountancy will never arrive anywhere 
until the public accountants of the world have consigned par, premium, 


and discount to the . . . junk pile . . . and adopt the simple doctrine: 
“That an investor invests (lends) the sum he parts with, 
and 


“That a borrower borrows the sum he receives.” 
A borrower does not owe what he receives or borrows, but what 
he duly promises to pay. 
Yours very truly, 
Los Angeles, California. Wa ter K. MITCHELL. 
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Editor, The Journal of Accountancy: 


Sir: The article entitled The Tyranny of the Engraver appearing in 
the September issue of THE JouRNAL, has been read with care. The con- 
clusion reached has been that the author did not give sufficient consider- 
ation to some aspects of the subject, which if duly regarded, would have 
had a restraining influence of a very marked character. The assertions 
made are of such a positive as well as radical nature that they must be 
taken as intending all they convey, and to attempt to do so is to reach 
the conclusion that they were arrived at too hastily and without looking 
at the subject from every point of view. 

There is only one thing, however, to which the writer wishes to call 
attention in this communication, and this is that the article appears to be 
inconsistent with itself. At one place the author contends that an invest- 
ment should be listed by the investor at what he actually lends—in the 
instance mentioned, $190,000.00—and he suggests the charging up periodi- 
cally of the interest into the investment account. Elsewhere it is main- 
tained that the liability assumed includes interest as well as principal 
and should be recorded so. But in a later section of the article it is con- 
tended that the entries upon the debtors’ and creditors’ books should 
correspond. 

Granting that interest is a “constant force, somewhat analogous to 
gravitation,” the charging up of this interest periodically by the investor 
is inconsistent with the assertion that the coupons are a liability when 
the bonds are issued. On the other hand, to register them as a liability 
would involve a disagreement between the accounts of debtor and creditor, 
for the investor certainly has not lent the interest. 


Yours faithfully, 
Los Angeles, California. Watter C. WricuHr. 





“Jobs” 


Editor, The Journal of Accountancy: 

Sir: There have been many articles written and published in the past 
regarding the “profession” of accountancy; its “professional ethics”; and, 
in fact, many arguments have been submitted to prove its right to be 
included in the list with other learned “professions.” I have also noticed 
in many published articles that have been written by certified public 
accountants that accounting services of different kinds have been referred 
to as “jobs.” 

All of this has reminded me of a remark that I once heard made by 
a dentist to one of his students who had referred to certain dental opera- 
tions as “jobs.” The dentist in reply rather forcibly reminded his student 
that dentistry was a profession; that a man whom he pointed out through 
the window, wielding a pick and shovel, had a “job”; but that if he 
(the student) ever expected to be classed as a professional man he would 
have to view the services rendered in the practice of dentistry as being 
something that required higher qualifications with more intelligence and 
learning than that needed for “job” work. 

In the writer’s opinion it is the job work of many self-styled account- 
ants that is responsible for the lack of appreciation by the average busi- 
ness man of accountancy as a profession; and the term in question might 
not be unworthy of the attention of the American Association’s committee 
on terminology. Yours truly, 

Indianapolis, Indiana. C. E. Freeman, C. P. A. 
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REFERENCE BOOK OF ACCOUNTS FOR MANUFACTURING 
AND MERCANTILE COMPANIES; by Rosert J. McIntosu, C.P.A. 
Robert J. McIntosh & Co., Toledo, Ohio. 


In the words of the author in the introduction, “This book is prepared 
as a work of reference to aid the bookkeeper in handling the accounts, 
especially for manufacturing and mercantile companies, according to 
modern practice, and to present accounting principles applicable to business 
in general.” The latter part of the description is hardly carried out in the 
book, but there is no doubt that as a reference book to aid the bookkeeper 
this publication well deserves to become a standard manual. It is clear, 
concise, and confines itself strictly to its announced object—to tell the 
bookkeeper what to do when he strikes a “snag.” In its general form it 
strongly resembles the various “classifications” gotten up by the interstate 
commerce commission and state utility commissions for the use of public 
service companies. It should therefore perform for the manufacturing 
and mercantile bookkeeper the same service as the utility “classifications” 
do for the public service corporation bookkeepers. In view of the reported 
remarks of the vice-chairman of the federal trade commission in regard 
to lack of intelligent accounting in most of the small business concerns of 
the country, the book is timely. It is rather unfortunate that the author 
did not bring it out under the auspices of some of the large educational 
publishers, where it would receive proper advertising and publicity. 

The book is divided into seven parts, of which the first three, com- 
prising 170 pages, are devoted to the accounts of manufacturing and mer- 
cantile concerns. Each section, manufacturing and mercantile, is prefaced 
by a chart of accounts, each account numbered and having also a refer- 
ence number to the succeeding paragraph giving a description of the 
account. Where the title of the account is not sufficiently descriptive in 
itself, a brief statement of its object is given, and the proper items to be 
debited and credited stated. Where any doubt might exist in the mind of 
the reader, the account to be concurrently credited or debited is also given. 
Finally, where the balance is not closed into a profit and loss account a 
brief statement of its meaning in the balance sheet is given. Part IV gives 
within the surprisingly small compass of twenty pages as clear a view of 
what cost accounting means, and how in a general way to keep such 
accounts, as any average bookkeeper would want. As the author well 
says, owing to the fact that there is such a variety of conditions to be met 
in different lines of manufacturing, no fixed rules or set of forms can be 
prepared specifically applicable to all cases, but there is enough meat in 
the twenty pages to make any ambitious bookkeeper urge his employers 
to take the necessary steps to incorporate cost accounting in their system. 
Part V deals with the opening entries necessary in certain cases. Elemen- 
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tary as they will seem to the public accountant, they will prove convenient 
guides fo the bookkeeper with limited experience. Similarly with part VI, 
which deals with forms of financial statements. Part VII, Accounting 
Forms, should prove peculiarly valuable to the bookkeeper who has been 
trained to the old-style system of books with its interminable postings and 
no method of checking errors. He will find the most modern labor-saving 
methods here with properly ruled forms to make them clear. A very 
complete topical index referring to paragraphs by number makes the work 
of reference easy and rapid. 

While the author in his introduction states that the book is intended 
to be used also in conjunction with a course of advanced accounting pre- 
pared by him, it is probable that it can be adapted for use under almost 
any modern accounting course, since it merely applies in a practical way 
to manufacturing and mercantile industries the general principles of 
accounts. But as every teacher of accounts is prejudiced naturally in 
favor of his own methods of applying theory to practice, it will probably 
meet with scant acceptance as an educational work. Nevertheless the 
book might well fill a useful place with public accountants who have stand- 
ing engagements for auditing. Few such accountants have not had occa- 
sion to bemoan errors made by clients’ bookkeepers who have failed to 
understand instructions or suggestions. By inducing the bookkeeper to 
invest in this book for reference when in doubt much time and labor may 
be saved the auditor. W. H.L. 





REPORT OF THE AUDITOR FOR THE PHILIPPINE ISLANDS, 
1914. 


This report is of interest because it is the first one rendered since the 
change in the accounting system in use in the islands. The report is 
divided into four parts dealing with the insular government, the provincial 
governments, the governments of Manila and Baguio and finally all 
municipal, township and settlement governments. The report is excellent 
in its form of summaries with references to supporting schedules and 
separate volumes where greater detail can be found. Each exhibit is pre- 
ceded by comments which make for clarity. Two interesting features in 
the report are these: first, it attempts to bring all the assets into the 
accounts even though it be necessary to give a nominal value of one peso 
to the public domain, and, secondly, it states as deferred credits the liabil- 
ity to deliver services or goods for cash received in advance. These two 
points are frequently ignored in governmental accounting. Incidentally 
the report follows the weight of accounting authority in deducting reserves 
for depreciation from the assets which they cover. The surplus is care- 
fully analyzed and the assets are so segregated that those offset by each 
division of the surplus can be identified. In some particulars the report 
could have been made clearer for readers not familiar with conditions in 
the islands. For example, a simple statement might be incorporated 
explaining that the currency is the Philippine peso and that the peso is 
worth approximately fifty cents in United States currency. Another slight 
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improvement would seem to be a statement as to whether or not Manila 
and Baguio covered in part three are also included in part four. There 
seems also to be a difference in terminology. In part one, dealing with 
the insular government, exhibit “C” states the “revenue income,” expense 
and outlays for the year. The term revenue income is used also in part 
three, but in part two, which deals with the provincial governments, exhibit 
“B” states the “income,” expense and outlay, and in part four the term 
income is again used. If there is a distinction between revenue income 
and income a foot-note explaining it would be of value. Also it would 
seem advisable to explain by a foot-note the reason for the large over- 
drafts of cash shown on the general balance sheet of the insular govern- 
ment. These points and others of relatively minor importance are doubt- 
less perfectly clear to the persons to whom the report is addressed, namely 
the secretary of war, the governor general of the Philippine Islands, and 
the members of the Philippine legislature. It would seem advisable, how- 
ever, for a report which will circulate to some extent in the United States 
to show explanations for every statement which is not entirely clear. 
Harotp DupLey GREELEY. 





It is announced that Charles F. McWhorter, David E. Boyce, James F. 
Hughes and James F. Farrell have formed a co-partnership and will prac- 
tise under the firm name of McWhorter, Boyce, Hughes and Farrell, 
certified public accountants, 120 Broadway, New York. 


Smith & Brodie, certified public accountants, Lathrop Building, Kansas 


City, Missouri, announce that they have admitted James J. Lynn to mem- 
bership in the firm. 








